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A Banker’s Diary 


Mid-May—Mid-June 


As we go to press, we are very glad to learn of the Peerage 
conferred in this year's Birthday Honours List upon 
" Mr. J. W. Beaumont Pease, the Chairman 
A — of Lloyds Bank and the Bank of London 
a and South America. Mr. Pease has had 
an outstanding banking career, which is a 
link between the old days of the country banker and 
the new era of the large joint-stock branch banking 
system. He has deservedly won for himself a place 
among the leading bankers of the country, and only 
last April was elected Chairman of the Committee of the 
London Clearing Bankers. Thus it will be generally 
recognised in the City that his Peerage is not only a 
well-merited tribute to Mr. Pease himself but is also an 
Honour conferred upon the whole banking world. From 
another point of view Mr. Pease will now be able to make 
contributions of the utmost importance from his place 
in the House of Lords, and this will be particularly 
valuable in these days when finance and economics play 
so large a part in public affairs. For many reasons, 
therefore, we offer our warmest congratulations to Mr. 
Pease on his new Honour. 


A definite change has occurred in the money market 
during the period under review. The clearing banks 
found themselves less well supplied with 
The Money cash, and have had to resume their former 
Market practice of calling on their making-up days. 
They have also been reluctant to buy bills. 
Simultaneously tender issues of Treasury Bills have 
increased from £548 millions on May 16 to £585 millions 
on June 20. The result of these changes is a distinct 
hardening of discount rates. The average tender rate 
for Treasury Bills has risen from about Ios. 5d. per cent., 
or a shade over 3 per cent. to 18s. I-o04d. per cent., or over 
§ per cent. The clearing banks have raised their buying 
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rate for Treasury Bills from $ per cent. to ? per cent., 
while market quotations for three months’ * bank bills 
have risen from }3-—°% per cent. to percent. Rates 
for short loans are unaltered, but in the middle of June 
the market had a feeling that there would be a distinct 
squeeze at the end of the half-year on June 30, and it 
was already beginning to inquire for loans into July. 
The banks were not anxious to lend and rates initially 
quoted were § per cent. As explained below, the causes 
of this greater stringency lay in the influx of French 
money into London and the operations of the Exchange 
Equalisation Account. As was confirmed in the House 
of Commons, this stringency did not indicate any change 
in official monetary policy. 


THE connection between the shortage of funds in the 
London money market and the influx of French capital 
may usefully be discussed here. The French 

French Funds money that has been transferred into 
in London sterling is used by its owners in various 
ways. Part of it is hoarded in the form 

of British currency, part of it is placed on deposit at 
the British banks, and part of it is invested in British 
securities. The covering operation in the foreign exchange 
market consists of gold purchases by the Exchange 
Equalisation Account from the Banque de France. 
Finally, the Exchange Equalisation Account has to 
reduce its holdings of Treasury bills to make room for 
its gold, and so the banks and the discount market 
between them have to take up more bills. Considering 
all these movements from the banks’ point of view, 
the first consequence is an increase in the banks’ discounts 
and/or short loans. Next, when French money is placed 
on deposit at the British banks or used to buy securities 
from customers of the British banks, the result is an 
increase in the banks’ deposits (unless, of course, the 
securities are sold by one of the banks). Finally, if the 
French money is drawn out again in British currency and 
hoarded as such, the consequences are a drop in the 
Bank of England’s reserve, in bankers’ deposits at the 
Bank of England and in clearing bank cash. Thus the 
clearing banks experience an increase in deposits, an 
increase in discounts and/or short loans, and a decrease 
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in cash. These movements combine to reduce their cash 
ratios, and so reduce their ability to grant credit elsewhere. 
This is the whole explanation of the recent stringency 
in the money market. It is an abnormal movement, and 
the simplest remedy would be that of the repatriation 
of the French panic money. In the meantime the Bank 
of England is doing something to ease the position by 
buying gold from the Exchange Equalisation Account in 
exchange for Treasury Bills, and by the end of June 
conditions had already become less stringent. We discuss 
these possibilities at greater length on a subsequent page. 


THE May returns of the eleven British clearing banks 
confirm the general theory enumerated above. Com- 
The paring April and May, deposits have risen 
Clearing from £2,153-°6 to £2,185-3 millions. Cash 
Bank has fallen from {227° 4 to {220-1 millions, 
Returns while discounts have risen from {208-3 to 
{309-2 millions. The aggregate cash ratio of the eleven 
clearing banks fell from 10-6 to 10-1 per cent. Simul- 
taneously, at the Bank of England the average note 
circulation over the whole of each month has risen from 
{417°7 to £424°4 millions, while the Reserve has fallen 
from SA47 to 441-4 millions and bankers’ deposits from 
{99-7 to £82-5 millions. The Bank has increased its 
cold ‘holdings from {201-5 to {204-9 millions. Tender 
issues of Treasury Bills aver wed £503 millions in April 
and {548 millions in May. The intervening movements, 
which show clearly the effect of the influx of French 
funds, are set out in tae following table : 


Bank of England { millions. 
Note circulation ” 5 a 6°7 
Gold 3°4 
RESErve .. a ida ee ja 3°4 
Bankers’ Deposts oP ies is i7°2 

Clearing banks 

| 9.2 
Cash ee os _ hia o- 7S 
Discounts ans hi iin zs 40°9 
Deposits s ‘ a ee oe t sao 

Treasury Bills 
(Tender issue). di ad ai 45°0 


The drop in bankers’ deposits was accentuated by 
the Government’s preparations for the War Loan dividend 
which necessitated a temporary accumulation of funds in 
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public deposits. Otherwise the effect of the French 
influx upon our internal banking position is brought out 
very clearly. The remaining assets of the clearing banks 
were very little changed between May and June. Call 
and short loans fell from {160-7 to £159°3 millions, 
while investments rose from {636-9 to £639°5 millions 
and advances from {864-3 to £865-4 millions. Thus while 
the banks have not had to restrict credit in any way, they 
have been under no obligation to find additional employ- 
ment for their funds. 


THE weakness of the franc and other gold bloc currencies, 
and the flight of funds from Paris to London have 
continued to dominate the foreign exchange 

The Foreign market. Activity has been intermittent 
Exchanges with occasional periods of dullness, and the 
British control has intervened heavily but 
spasmodically. So far as spot rates are concerned, the 
net result of the present crisis has been that sterling has 
appreciated from Frs. 753 to Frs. 76}, while the franc has 
dragged the New York rate up from $4-97 to $5-02. The 
Paris-New York cross-rate has remained at the gold 
export point of Frs. 15-19 to the dollar, and there have 
been heavy gold shipments from France and Holland to 
New York. Three months’ francs were early in June at 
over Frs. 6 discount, equal to 32 per cent. per annum, while 
proportionately the one month rate was at a greater 
discount of Frs. 34, or 55 per cent. perannum. Both these 
discounts have since narrowed. These marginswere so wide 
as to render forward covering in many cases prohibitive. 
In the middle of June it was clear that M. Blum was not 
ready to adopt a policy of devaluation, but between 
May 15 and June 12 the Banque de France’s gold stocks 
had fallen from Frs. 57,515 to Frs. 54,562 millions, while 
its rediscounts had risen from Frs. 17,681 to Frs. 20,743 
millions, so that the internal credit position was obviously 
very difficult. It therefore looked as if M. Blum might 
be forced to impose exchange restrictions. The end of 
May the weakness also spread to Holland. Between 
May 18 and June 15, the Netherlands Bank’s gold stocks 
were reduced from Fl. 698-0 to Fl. 588°8 millions, while 
the Dutch Bank rate was raised from 2$ to 33 per cent. on 
May 29 and again to 44 per cent. on June 3. In France, 

B 
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Holland and Switzerland the iain of the need 
for devaluation is gaining ground, but the governments 
of all three countries remain opposed to this step. 
Meanwhile there is evidence that the pound is over- 
valued against the dollar. Pending devaluation in the 
gold bloc it is not easy to see how this can be rectified, 
and apart from this, American opinion would be disturbed 
if sterling fell below $4-86. These facts emphasise the 
need for Anglo-American co-operation. 


Tue May trade returns show an increase in both imports 
and exports. wr gape during May were valued at 
£69-:2 millions, compared with {66-7 
Ph. millions in April, and £64-5 millions in 
Trade May, 1935. Raw material imports remained 
practically unchanged at {19-9 millions 
and were {1-5 millions higher than in May a year ago. 
British exports stood at £36°4 millions, against £33" 4 
millions in April, and £35-2 millions in May, 1935. 
Re-exports amounted to {5:6 millions, against {5-9 
millions in April, and £5-6 millions in mae, a year ago. 
The returns are summarised below : 


May, 1935 April, 1936 May, 1936 


£ mill. £ mill. £ mill. 
Imports ne aig ie 64°5 66°+7 69°2 
Exports ar as ua 35°2 33°4 36°4 
Re-exports .. = as 5°6 5°9 5°6 
Total exports ea ad 40°8 39°3 42:0 


For the year to May, 1936, imports were valued at 
£335°7 millions, compared with £302-1 millions in 1935. 
British exports amounted to £176 millions, against £174 
= for the same period last year, and re-exports were 

7-4 millions, compared with {23-6 millions. The 
et trade balance therefore stands at {132-3 millions, 
against {104°5 millions last year. 


WITH commendable promptitude the special tribunal 

appointed to investigate the allegations of budget leak- 

age has held its sittings and issued its report. 

The It finds that Mr. J. H. Thomas, then a 
Budget mber of the Gove ant d 

Inquiry ™member of the Government, made an 

unauthorised disclosure to two friends of 

his, Sir Alfred Butt and Mr. A. C. Bates, who both used 
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the information for their private gain. Immediately 
before the issue of the report Mr. Thomas resigned from 
Office, and both Mr. Thomas and Sir Alfred Butt have 
since resigned their seats in the House of Commons. The 
Law Officers of the Crown decided not to institute any 
further proceedings, so that that is the end of this unfor- 
tunate business. Meanwhile we may refer to certain 
aspects which concern the City end of the matter. It was 
inevitable that there should be further complaints that 
the City was a hot-bed of gambling, but we may point out 
that budget and similar insurances comprise a microscopic 
proportion of the total volume of business transacted at 
Lloyds. In most cases, too, budget insurance provides 
the insurer with cover against a genuine risk, and so 
fulfils a real need. One isolated case of abuse is quite 
insufficient to condemn a useful practice. Still there are 
certain matters to which Lloyds might pay attention. 
First any tendency to gambling would be lessened if 
steps were taken to make certain that all those desirous 
of insuring against budget risks had a genuine insurable 
interest. Next, as the Chancellor of the Exchequer 
recently hinted, it would be reasonable to enforce a 
“close-time ” for budget insurances by stipulating that 
no such insurances could be taken out after March 31, 
namely the close of the financial year. As the final details 
of the new budget are rarely complete by that date, 
that procedure would effectually put a stop to any danger 
of leakage. Nevertheless, wherever blame can rest, 
Lloyds and the City are free from any responsibility. All 
they can be rightly asked to do is to contribute towards 
such precautions as may be necessary to prevent a 
repetition of this isolated and regrettable episode. 


Mr. MACKENZIE KING is now carrying out his declared 
intention of establishing Government control over the 
new Bank of Canada. He has introduced 

The Bank a bill authorising the issue and purchase 
of Canada by the Government of an additional $5-1 
millions of Bank of Canada stock, against 

the $5-0 millions already issued and held privately. The 
bill also makes the Deputy Minister of Finance ex officio 
member of the Board of Directors and of the Executive 
Committee of the Board. The number of directors 

B2 
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appointed by the Government is also increased from 
four to six, and they are each to have two votes. The 
net result is to give the Government complete control 
over the Bank. This is a retrograde step, especially as 
Canada’s credit does not stand so high as it did a few 
years ago, nor is Mr. Mackenzie King’s argument that 
the Government should control the supply of currency 
and credit entirely convincing. For many years Canada 
has had one of the soundest banking systems in the 
world, and the foundation last year of the Bank of 
Canada gave Canada an independent central bank 
and completed the co-ordination of her banking system. 
It is most unfortunate that it is now being tampered 
with for political ends. 


British Monetary Policy 


HE prospect of a radical and enforced change in 
| the monetary system of France, and the heavy 
influx of French money into London during 
recent months has raised once more the question of 
our own monetary policy, in both its internal and ex- 
ternal aspects. At home, the discount market has recently 
experienced a shortage of funds, and discount rates have 
risen from just over half per cent. to very nearly one 
per cent. Abroad, we are faced in Paris with such 
possibilities as exchange restrictions for the franc, or as 
much less likely alternatives devaluation in accordance 
with the Belgian precedent, or even the pegging of the 
franc to sterling. 

These developments all call for thought and decision 
on our part, and it is time that we should know and be 
able to state our views. First, the effects of the Exchange 
Equalisation Accounts’ operation upon the internal credit 
and banking position are not fully appreciated. The 
popular assumption is that a purchase of gold by the 
Exchange Account acting in support of the franc has a 
mildly inflationary effect, tending to create easier condi- 
tions in Lombard Street. In actual fact the reverse is 
the case. As is shown by current banking statistics, 
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analysed in the Banker’s Diary in this issue, every time 
the Exchange Account buys gold, the bank and the 
discount market between them have to take up fresh 
Treasury bills; and as the banks receive no addition 
to their cash, their cash ratios are reduced. If the sterling 
bought on French account, as the counterpart and cause 
of the Exchange Equalisation Account’s gold purchases, 
is hoarded in the form of British currency instead of 
finding its way into the deposits of the British joint-stock 
banks, then the banks’ cash is reduced, and so the 
contraction in their cash ratios is accentuated. 

The recent trend of British banking statistics makes 
it clear beyond doubt that the influx of French funds 
and the operation of the Exchange Equalisation Account 
are the sole cause of the recent stringency in the discount 
market. One glance at the May returns of the clearing 
banks, with their increased deposits, reduced cash, and 
much larger discounts, confirms that fact, while the big 
expansion since the end of April in tender issues of 
Treasury Bills is equally indicative. Still it is worth 
while examining the general theory of these operations 
a little more closely, to see if any fresh principles can 
be formulated for the operation of the Exchange Equalisa- 
tion Account. 

The basic movement is that French interests buy 
sterling for francs, while the Exchange Equalisation 
Account sells sterling for francs, then francs for gold. 
Now the subsequent operations of the Exchange Account 
are perfectly clear. As it buys gold, it must dispose of 
Treasury Bills, and so somebody has to take up fresh 
Treasury Bills. The real question is what the French 
interests do with their sterling, and the answer to this 
question largely determines our own internal policy. 

Broadly speaking, there are three alternatives: The 
first and simplest is if the French interests either buy 
Treasury Bills, or else buy securities direct from the 
joint-stock banks. In these cases, no special action is 
called for by the British authorities. Any French 
Treasury Bill purchases directly off-set the Exchange 
Accounts’ sales, while any French purchases of securities 
from the joint-stock banks enable the banks to take 
over Treasury Bills from the Exchange Account without 
affecting their cash ratios. 
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The second alternative is when the French interests 
place their sterling on deposit at the joint-stock banks. 
Then, if no official action is taken, the net result is an 
increase in the joint-stock banks’ deposits off-set by an 
increase in their discounts and/or short loans; the latter 
arising as the banks and the discount market take up the 
Treasury Bills released by the Exchange Account. In 
that event the banks’ cash ratios contract, and sooner or 
later, credit stringency develops. Exactly the same 
thing happens if the French interests use the sterling 
to buy securities from customers of the joint-stock 
banks. 

As a matter of arithmetic, the ideal would be that for 
every {10 of new French deposits at the British joint- 
stock banks (or French purchases of securities from 
customers), the banks should only have to take up or 
lend against {9 of Treasury Bills. The remaining {1 
should be sold to the Bank of England, where it would 
add {1 not only to the Government securities at the 
Bank, but also to bankers’ deposits and so to clearing 
bank cash. This suggests the following rule :— 

To the extent that it is possible to trace an influx 
of French funds into new deposits at the joint-stock 
banks, the Bank of England should take up one-tenth 
of any Treasury Bills disposed of by the Exchange 
Equalisation Account as a consequence of any gold 
purchases made by it to support the franc against this 
influx. 

The third alternative is when French purchases of 
sterling are lodged and hoarded in British currency. 
Here, if no official action is taken, the net result is as 
follows :— 

(1) An increase in the note circulation. 

(2) A decrease in the Bank of England’s reserve. 

(3) A decrease in bankers’ deposits and so in the joint- 

stock banks’ cash. 

(4) An increase in the joint-stock banks’ discounts 
and/or short loans, as in the case of the second 
alternative. 

The main distinction is that the joint-stock banks no 

longer gain deposits. Instead they lose cash. Also the 
position of the Bank of England is weakened. 


nO 
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There is only one remedy for this state of affairs, and 
this leads to the formation of the second rule :— 

Whenever it is possible to attribute an expansion in 
the note circulation to French hoarding, and when the 
French purchases of British currency have to be off-set 
by gold purchases by the Exchange Equalisation Account, 
then the Exchange Equalisation Account should re-sell 
to the Bank of England sufficient gold to equal, at the 
Bank of England valuation, the expansion in the note 
circulation. 

This is the only way in which a contraction in the 
Bank’s reserve and in joint-stock bank cash can be 
prevented. This rule is apparently being applied up to a 
point, but the existence of the greater stringency in the 
money market to-day suggests that neither rule is being 
applied far enough. This, in fact, is the simplest test. 
Whenever stringency develops at the same time as 
foreign money is coming into the country and the 
Exchange Equalisation Account is buying gold and 
disposing of Treasury bills, then there is prima facie 
evidence of a need for the application of these rules. 
The extent of the application is a matter for the authorities 
to judge. Our main concern is lest the need for these 
rules has not been appreciated, so that stringency has 
developed unnecessarily and in such a way as to create 
the false impression that we are on the eve of a period 
of dearer money. That is why we have thought fit to 
enunciate these two broad rules. 

Meanwhile we must settle our own policy in view of 
the dubious outlook for the franc. To-day sterling is 
undervalued against the franc, but is overvalued against 
the dollar. One of our difficulties is that so long as 
the rigid link of Frs. 15-18 to the dollar remains, we 
cannot in practice get sterling down much below $5, 
and so sterling remains overvalued. We can see the 
effect of this in this year’s deterioration in our overseas 
trade balance. The only way to break this link is for 
the franc to be devalued, so that it is no longer fixed 
at Frs. 15-18 to the dollar, and this is the first strong 
reason why a moderate devaluation of the franc would be 
to our advantage. Obviously we could not countenance 
a devaluation which went so far as to make the pound 
overvalued against the franc. 
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There is another equally strong reason. It is almost 
certain that the free gold standard i in France is doomed, 
and that before long France will be driven either into 
devaluation or into imposing exchange restrictions. The 
latter would be most disastrous not only to us but also 
to the whole world. Therefore, if it is true to say that 
France is faced with this choice, it is equally to our 
advantage that she should devalue. 

Unfortunately M. Blum is already committed against 
devaluation, at least for some months to come. No 
sooner had he taken office, than a large body of opinion 
on the Right, which had steadfastly resisted devaluation 
for three years, suddenly became converted in favour of 
devaluation with almost suspicious haste. Politically 
this has made it almost impossible for M. Blum to become 
a convert as well, especially as devaluation would cer- 
tainly be interpreted as an attempt to neutralise the 
wage increases won in the recent strikes. France, of 
course, must work out her own salvation, but it is in our 
interest to make it as easy as possible for M. Blum to 
devalue as soon as he feels able and willing to do so. 
This raises another vital question on which we ought 
to be making up our minds. 

The first thing we ought to do is to give France the 
general assurance that we are prepared to co-operate if 
she devalues in a reasonable manner and to a reasonable 
extent. The main objective we ought to work for is to 
get the New York rate down to about $4-8o to the pound. 
Even this rate is too high, but if we attempt to establish 
a lower rate we would evoke serious opposition from 
American public opinion. Next we should calculate 
what would be a fair rate between sterling and the franc. 
A few weeks ago a rate of Frs. 95 to the pound might 
not have been too wide of the mark, but allowance must 
be made for any increases in French prices and costs 
resulting from M. Blum’s new measures, and it may be that 
the equilibrium rate will be over Frs. 100 to the pound. 
All this, however, is a matter of calculation, and the 
important point to establish is that we are ready to 
co-operate in such calculations, and to try and reach a 
favourable result. 

How far the British Government would volunteer 
such an assurance in advance of any request from the 
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French Government is a matter for consideration. 
There is, however, no reason why we should not create 
in advance an atmosphere which would ensure that such 
a request would meet with a favourable reception in 
London. We must, of course, make it clear that we 
would do nothing to interfere with our policy of cheap 
money and internal revival, and that co-operation should 
extend to the question of tariff and trade restrictions 
as well as to monetary matters. Still, we must not lose 
sight of our main need, which is to avert exchange re- 
strictions in France, and to establish a lower rate of 
sterling against the dollar. If we can combine the 
attempt to reach these external aims with the formulation 
of new principles which will prevent movements of 
foreign funds upsetting the credit position at home, 
we shall have done much to complete the monetary 
policy which we have been gradually evolving during the 
past five years. These are our immediate objectives 
for the future. 


The Australian Banking 
Commission 


H. V. Hodson 


HE progress of the inquiry by Royal Commission 

| into the monetary and banking system of Aus- 
tralia has not received the attention in this 
country that its intrinsic importance warrants. This may 
be due partly to the difference between the general 
political circumstances in which the inquiry is being 
held and those that ruled when it was first mooted. In 
the heat of the General Election of 1934 in Australia, 
when the Labour Party had made the nationalisation of 
the banking system a major plank in its election platform, 
Mr. Lyons placated the waverers by promising to appoint 
a Commission “‘ to inquire into the monetary and banking 
systems at present in operation in Australia, and to report 
whether any and, if so, what alterations are desirable in 
the interests of the people of Australia as a whole, and 
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the manner in which any such alterations should be 
effected.’’ The electoral success of the Government 
forces, foreshadowing a stable government of the Centre 
and Right for the next few years at least, removed a 
great deal of the political urgency from the problem of 
the relations between the State and the banks, with the 
result that public interest diminished both here and in 
the Dominion. 

Nevertheless, the background of the inquiry remains 
the demand by political forces that will doubtless one day 
be again in control of the Commonwealth Government for 
a complete reorganisation of the banking system on 
socialist lines. The issues of more immediate interest 
that have been raised in connection with current banking 
policy are all related to the central question, whether the 
policy and actions of the Commonwealth Bank and the 
trading banks are conceived in the national interest, and, 
if so, whether they actually serve that interest. A great 
deal of the evidence already given before the Commission 
has taken the shape of more or less uninformed and 
politically inspired criticism from those who would like 
to see the banking system conducted either as an instru- 
ment of party government or in furtherance of a sectional 
interest, or in pursuit of a heterodox monetary purpose. 
The Douglas credit movement, disgruntled by the 
failure to appoint one of their number to the Commission, 
declined to give evidence, but a gentleman from Dee Why 
went to the length of saying that “ besides eliminating all 
interest and usury’ he would favour the issue of credit 
by the Commonwealth Bank “ based on the necessary 
requirements of the nation,” including “ direct credit to 
the governments to an unlimited extent by the issue of 
notes.” 

Although evidence of this kind is unlikely to impress 
the Commission, it cannot be denied that there are many 
open questions with regard to the Australian banking 
system and the policy pursued by its members. That 
system, we must remember, is far more fluid than our 
own. The evidence given by Sir Claude Reading, the 
Chairman of the Commonwealth Bank, tells the story 
of the Bank’s gradual assumption of the functions and 
powers of a genuine central banking authority. This 
process, which was immensely accelerated by the depres- 
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sion, and in which the most vital move was probably the 
Commonwealth Bank’s acceptance of responsibility for 
fixing the rate of exchange on London, has not been by 
any means completed. In his evidence, Sir Claude 
remarks that the power of the Commonwealth Bank to 
control the policy of the trading banks is limited by the 
fact that although as a matter of established practice 
they now keep a large proportion of their cash in the form 
of deposits with the Commonwealth Bank, there is no 
compulsion upon them to do so or to maintain any legal 
minimum cash ratio. ‘ Provided the trading banks are 
prepared to see their cash ratios vary, action by the 
Commonwealth Bank to increase or decrease their 
supplies of cash need not be followed by any change in 
credit policy.”” To those accustomed to the informal 
working of the English banking system, it would seem 
that this question is one more of tradition, and of loyal 
co-operation between the central bank and the trading 
banks, than of legal compulsion or formal rules. 

Sir Claude went on to say that, even if the above 
point were disregarded, the Commonwealth Bank’s 
ability to affect the cash reserves of the trading banks 
was limited, not only by the narrowness of the market 
in Australia for Government securities, but also by the 
trading banks’ habit of regarding Treasury bills redis- 
counted to them by the Commonwealth Bank almost as 
part of their cash reserves, and by their ability to obtain 
cash by allowing the bills to run off. Here again, following 
the analogy with English practice, the real question seems 
to be whether the trading banks will loyally follow an 
indication from the Commonwealth Bank that it considers 
a change in credit policy to be in the public interest. 
It may be recalled that this question was raised in a 
practical form a few weeks ago, when the Commonwealth 
Bank offered Treasury bills to the public for the first 
time, and certain of the trading banks, interpreting this 
as a sign that the Commonwealth Bank thought a 
stricter credit policy necessary, raised their deposit 
rates. They were, in any case, obliged to do so in order 
to protect their deposits, which their clients might 
otherwise have exchanged for holdings of Treasury bills. 
Sir Claude Reading does not mention in his evidence this 
new instrument of central banking policy, but it does 
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find a place in the evidence of Mr. A. C. Davidson, General 
Manager of the Bank of New South Wales. Mr. Davidson’s 
evidence is an extremely interesting account, not only 
of his views with regard to banking policy in general, 
but also of the policy and actions of his Bank, one of the 
acknowledged leaders of the trading banking community, 
in the course of the depression. The policy was to 
restrict foreclosures and withdrawal of advances to 
the minimum consistent with banking safety, and to 
play a part in the programme of reflation through 
Government finance. His narrative is a successful defence 
against the charge that the banking system intensified 
the depression by a selfish and short-sighted policy of 
restricting credit and raising interest rates, to the advan- 
tage, not of the nation, but merely of its proprietors. 

On the other hand, few students of banking will deny 
that there is a danger, at least in the early phases of a 
depression, of a vicious spiral of deflation, accelerated 
by the independent efforts of competing banks to safe- 
guard their reserves and to maintain their liquidity. 
There is a comparable danger, when a boom is under 
way, of competitive inflation. It is at these moments 
that the power, whether statutory or traditional, of the 
central bank and the Government to guide the credit 
policy of the banking system as a whole becomes critical. 
There can be little doubt that the incompleteness of the 
central bank’s authority in Australia does represent a 
certain handicap in this respect. Apart from the 
difficulties mentioned by Sir Claude Reading, there is the 
big problem of the exchange rate on London. Because of 
the high ratio of international to internal trade in 
Australia, and because of the vital importance of the 
exporting industries in the whole economy of the 
Dominion, the adjustment of the rate of exchange is 
far the sharpest weapon of central banking policy in 
determining the course of monetary events in the whole 
country. A comparison with the working of the ordinary 
gold standard exposes the peculiarity of the Australian 
system in that the international reserves, which must be 
the prime technical guide to exchange policy, are only 
partly in the hands of the central bank itself. Sir Claude 
Reading remarks in his evidence that “ the holding of 
large liquid reserves in London by some banks weakens 
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the power of the Commonwealth Bank’”’ to discharge 
its responsibility for the external stability of the currency. 
The sterling assets of the Australian trading banks fulfil 
a double function. They are part of the international 
reserves to which the central bank must have regard 
in determining its exchange policy, and they are part of 
the liquid reserves of the trading banks. This is made 
quite plain, for instance, in Mr. Davidson’s evidence. 
The concentration of such assets in the hands of the 
Commonwealth Bank, though having disadvantages of 
its own, would remove an anomaly which is of little 
seriousness so long as the relations between the central 
bank and the trading banks are cordial and loyal, but 
which might become a danger if the two elements in the 
Australian banking system were pulling in opposite 
directions. 

This brings the observer back, as it will probably bring 
the Commission back, to the problem of the relations 
between the Government and the banking system. If 
those two elements—trading banks and central bank— 
are in conflict, no effort to secure governmental authority 
will be fully successful unless it extends to the trading 
banks or includes much more stringent statutory restric- 
tions upon their operations. On the other hand, if the 
loyalty of the banking system to the central banking 
authority is such that the country’s monetary and credit 
structure can be controlled through the decisions of the 
Commonwealth Bank alone, the problem is reduced to 
a very simple shape, namely, how to secure that the 
policy of the Commonwealth Bank is genuinely and wisely 
conceived in the interests of the whole nation. 





Switzerland’s Unsolved Problem 


By a Correspondent 


IVE years of almost unrelieved depression and pro- 
EF gressive decline have left their mark upon Switzer- 

land. Its economic fabric is creaking and straining. 
The collapse of world prices which began in 1929 and 
spared no single country fell heavily upon the highly- 
organised and sensitive economy of the Helvetian 
Republic. Then the depreciation of the pound and the 
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dollar inflicted further and almost staggering blows upon 
Swiss finance, industry and commerce. It is often for- 
gotten that, quite apart from its tourist traffic, Switzer- 
land had, in a prosperous post-war decade, developed its 
foreign trade to the point where imports and exports alike 
were, per head of the population, greater than in any 
other country in the world. 

From the depression in which these and other factors 
involved Switzerland, the sober and strenuous endeavours 
of its Government have not been able to extricate it. 
With more honesty of purpose, perhaps, than financial or 
economic imagination, the Government and National 
Bank have steadfastly eschewed—indeed, rejected with 
repugnance—any suggestion of devaluation of the cur- 
rency as a means of adjustment and adaptation to outside 
world conditions, though they were as powerless to modify 
these as they were innocent of havi ing brought them 
about. To devalue the franc would, it has constantly 
been argued, be equivalent to a spoliation of small 
savings. The inevitable rise in prices following the 
operation would amount to nothing less than a surrep- 
titious expropriation of capital and income. Somewhat 
surprisingly this contention is frequently supported in 
discussion by the statistical fact that in Switzerland 
almost every family possesses either a savings bank book 
or an insurance policy, or both. Witha total population 
of 4 million souls, Swiss records indeed show more than 
1 million individual items of each of these forms of family 
thrift. But apparently it has never been suggested that 
precisely because of this circumstance, this almost ideal 
distribution of savings and family fortunes, whatever loss 
of purchasing power might be caused by a moderate rise 
in prices resulting from devaluation, would not as in 
many other countries conspicuously favour one section 
of the community at the expense of the other. It would 
be borne more or less equitably by all, so widespread is 
the personal identity between the producer of goods and 
services and the rentier. Little account, moreover, 
appears to have been taken of the Government’s powers 
to keep such rise in prices within very modest bounds by 
a reduction of tariffs and quotas once the price differential 
between Switzerland and other countries had been 
removed by downward adjustment of the franc parity. 
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Similarly, the argument that those possessing foreign 
assets would reap a disproportionate g zain by devaluation 
is singularly inapplicable in Switzerland where a higher 
proportion of the citizens than in any other country is 
possessed of at any rate some foreign assets or invest- 
ments. Even small peasants, one is constantly assured 
by those in a position to know, hold some portion of 
their accumulated savings in the form of international 
securities. Certainly, if this is any indication, there is no 
other city in Europe where, as in Zurich, the prices of the 
leading investment securities dealt in on the exchanges of 
London, New York, Paris, Amsterdam, Berlin and Milan 
are, as a matter of routine, daily displayed and almost 
hourly kept up-to-date in the street-windows of all the 
banks. This should not be mistaken for salesmanship; it 
is merely service. 

But whatever the conjectural results of devaluation 
might be, the policy hitherto followed—elevation of the 
maintenance of the gold parity to the dignity of a moral 
principle (in a manifestly and sadly immoral ‘world)—has 
not been fraught with happy results. Foreign trade, the 
life-blood of the country, has hardly raised itself above 
the worst level reached in the depression. Moreover, 
after a slight improvement in 1934, it declined once more, 
contrary to the general trend, last year and appears to be 
losing ground in 1936—a fact which is being increasingly 
urged upon the attention of the Swiss Gay ernment by 
Chambers of Commerce, Industrial and Employers’ 
Federations, Trades Unions and Artisans’ Associations. 
A semi-official Swiss Review recently published the 
following figures which are as depressing as they are 
illuminating 

Swiss Exports 
Frs. Millions 
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While, of course, these figures baldly taken and 
without adjustment for changes in the price level, afford 
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no accurate measure of the volume of Swiss exports, they 
provide a sufficiently telling indication of the shrinkage 
in terms of money. And the effect of this upon the 
general economy and not least upon fiscal well-being, is 
too self-evident to call for detailed comment. 
Fortunately the weight of the depression has not 
continued to affect the whole of Swiss industry. Thus, 
the celebrated Swiss watch industry is, after painful 
economies and severe re-adjustments, once more gaining 
ground in world markets. Exports for 1935, to a total of 
125 million francs, showed a rise of 16 million francs over 
those of the preceding year. Even so, however, they 
stand only at 4o per cent. of 1929 figures and were 
achieved by means of price reductions which, disallowing 
for the qualitative reduction of the goods shipped, 
amounted to 48 per cent. Doubts are expressed as to the 
possibility of an industry so dependent on highly skilled 
craftsmanship continuing to bear this strain. The 
chemical industry constitutes the most conspicuous 
exception to the general trend. Its export trade is rising 
and yields a substantial profit. On the other hand Swiss 
engineering firms, some of them world-renowned for their 
technical perfection, though now also securing larger 
foreign orders arising out of general rearmament, are 
barely able to include normal depreciation of plant, to 
say nothing of profits, in their export prices. The record 
of the popular and once prosperous Swiss chocolate 
manufacture is little less than an industrial tragedy. By 
1935 exports had fallen from a pre-depression figure of 
40 million francs and a 1913 figure of 54 millions to 
I million francs. The foreign trade in silken goods is 
hardly better off. It fell from 160 million francs in 1913 
to 13 million in 1934 and Io million in 1935. Shipments 
of condensed milk declined from 1,155,000 cases in 1931 
to 235,000 cases in 1935. With pardonable bitterness a 
Swiss authority on economic affairs alluded last month 
to the circumstance that the once largest Swiss producers 
and exporters of condensed milk had closed down all but 
one of their Swiss establishments and instead opened 
others in Holland, Denmark, England, Australia, New 
Zealand and elsewhere, because in these countries they 
could obtain their milk supplies at roughly one-third of 
the Swiss prices. 
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These conditions are necessarily reflected in the state 
of unemployment. Thus the watch and clock industry 
already referred to as having turned the corner still 
accounts for 9,455 unemployed persons (against 13,379 in 
1933). Dyeing and finishing works which gave employ- 
ment in 1929 to 4,500 workmen can to-day barely find 
work for 1,800. The position is similar in many other 
branches of industry and the state of employment and 
production as a whole is reflected in the following return 
of persons totally unemployed :—* 


1930 =: 1931 1932 =: 1933 1934 1935 
23,045 50,570 81,887 94,967 91,196 118,775 


Stagnation in the building trade alone accounts for 
54,000 of the 1935 total. 

Production as a whole is stated to be below the level 
of 1932—which year for most countries marked the lowest 
point reached in the depression. This decline is naturally 
reflected in the national income which a recent official 
estimate places at 7-48 milliards of francs compared with 
9:4 milliards in 1929, a loss of 20 per cent. Wages, 
salaries and fees are computed to have fallen by 14 per 
cent., income from invested capital by 23 per cent. And 
as the latter item includes interest on Government, 
Cantonal, Municipal and Railway Bonds which has not 
suffered default or serious diminution through conversions, 
it is clear that industrial earnings and dividends have 
declined by much more than the figure given above. 

Even so, the economic and financial maladies of 
Switzerland are chronic rather than critical. The whole 
structure is being sapped and weakened. Certainly, if 
the policy of the Government fails, as in the past, to 
arrest the downward trend and lead the country towards 
recovery, the country will cry out for and insist upon 
devaluation. In the last eighteen months its advocates 
have grown very conspicuously in numbers and influence. 
Among them are some prominent ex-Cabinet Ministers 
who for some years strenuously opposed devaluation but 
have now come to the conclusion that though adjustment 
through deflation is, in theory, as feasible as adjustment 








* These figures are, moreover, net of a more than negligible 
repatriation in recent years of foreigners hitherto employed in 
Switzerland. 
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through devaluation, the former is practically impossible 
in a democracy. This, of course, is not the view held 
in the sterling group of countries. There it has long 
been realized that the process of deflation, if it has to be 
carried far, may itself prove so destructive of domestic 
trade and production that the adjustment of the price- 
level, ultimately achieved, is far too dearly bought. The 
sharp medicine applied to reduce obesity weakens the 
heart and impairs other vital organs. 

But whatever opinions may be held in this contro- 
versial issue, it seems safe to predict that there will be no 
drastic deflation in Switzerland. Opposition to wage and 
salary reductions by the trade unions, artisans, civil 
servants—both Federal and Cantonal—and the railway 
employees seems to be politically insuperable. And indeed 
there is good ground for it, for the Government’s own 
policy has been instrumental in keeping up the cost of 
living. Or rather it has been directly aimed at main- 
taining agricultural and dairy produce at prices re- 
munerative to the peasants and producers. Tariffs and 
quotas have been used progressively towards this end 
with the result that food prices are high and irreducible. 
The same is true of rents; which, again, cannot be 
lowered without seriously affecting a very large and 
already somewhat impaired mortgage structure. The 
Government’s policy, in short, has created an impasse. 
It has pursued the two mutually contradictory aims of 
endeavouring to reduce export prices to competitive 
levels and simultaneously supporting domestic prices in 
order to prevent stagnation and distress in the sphere of 
domestic trade and agriculture. The inevitable outcome 
has been that mal-adjustment of the price-level has 
persisted. A taxi-driver in the streets of Bale is still paid 
400 francs (£27) a month; a policeman 500 francs. State 
and railway employees’ salaries are unchanged at 
astonishingly high levels. A local branch manager of a 
bank in a town of 120,000 inhabitants pays 4,500 francs 
(£300) for a modest if attractive flat. The chief news- 
paper, published in three daily editions together less than 
equal to the single morning edition of, say, The Times, 
the Manchester Guardian or the Daily Telegraph, costs 
the purchaser 7$d. a day. A telephone call from Zurich 
to London costs, in sterling, 25 per cent. more than an 
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identical call from London to Zurich. The hotels are 
completely deserted. 

As yet no clearly defined policy, calculated effectively 
to lead the country out of its dilemma, seems to have 
been devised or announced. Subsidies, tariffs, quotas 
and sporadic assistance taking a variety of forms—none 
very effectual—are the order of the day. Deputations 
from one set or another of business men, manufacturers 
and traders are continually arriving in Berne to represent 
their distressful case to the Ministry. And on political 
grounds, if no other, some concession is usually made; 
though the general problem is thereby only rendered 
more intractable. 

For the present, however, the Finance Minister and 
the National Bank remain stubbornly opposed to de- 
valuation. As they base their attitude on the moral 
view that modification of the parity would be fraudulent 
and dishonest, both are completely impervious to 
economic argument. A majority in the Diet is for the 
present also ‘against such a step. And as regards ability 
to remain on the gold standard comparison with French 
conditions would be absurd, except in respect of the 
banking structure and the mortgage problem. These are 
weak elements which might well crack under a sudden 
and powerful strain. Otherwise, the position of the 
Central Bank is impregnable and the State, Cantonal and 
Municipal finances are well ordered, though their budgets 
are not fully balanced. A 100,000,000 franc Government 
loan at 4 per cent. was recently over-subscribed. The 
public, though very audibly grumbling, is unexcited. In 
the Press devaluation is scarcely alluded to and forward 
quotations cannot be found in its columns. 

Nevertheless there is a growing body of opinion in 
favour of abandonment. If it is as yet not very articulate, 
its political influence is important. Devaluation by either 
France or Germany would probably precipitate action in 
Switzerland. Failing such a contingency no change in 
the present depressed and depressing state of things will 
supervene until the politicians are faced with the naked 
alternatives of having to reduce wages and salaries (for 
fiscal reasons) or resort to devaluation. Deflation has no 
prospect of being carried far in Switzerland. 
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Trustee Savings Banks and Thrift 
By W. M. Dick 


T has long been recognised that the promotion of 
thrift is as much a matter of national importance 
as any other part of social development. The 

Government is fully aware of the value of the thrift 
movement and is itself its chief protagonist. It is not 
difficult, however, to understand this governmental 
interest ; on examination, it will be found that it has a 
dual aspect. In providing facilities for the great mass 
of small savers the Government is not only performing 
a notable social service, but it is at the same time 
spreading its liabilities as borrower over a nation-wide 
area. There must be few social services indeed which the 
Government finds it so remunerative to operate. 

While pride of place in the national thrift movement 
must be given to the Government, as custodian of the 
largest proportion of the country’s savings, there are 
other institutions which provide thrift services that even 
the State cannot excel. 

Some of these are on a purely commercial and dividend- 
earning basis but there are others where this is entirely 
absent. Throughout the movement there is a certain 
amount of specialisation. Savings with the same general 
object tend to flow through different channels to the 
various institutions devoted to particular branches of 
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A study of the diagram will show the principal 
bodies interested in the savings of the people. The 
activities of those on the vertical line are within more 
or less well-defined bounds and there is little competition 
among the various classes. The type of business done 
by them is a form of saving that is more advanced than 
that of the concerns on the horizontal line. It is on the 
horizontal line, however, that thrift has its beginnings. 
The great majority of people entrust their first savings, 
not to the semi-investment concerns, but to the savings 
banks. 

The competition on this line is keen, though the 
savings departments of the joint-stock banks are, owing 
to the cheapness of money, temporarily inactive. When 
Mr. Gladstone founded the Post Office Savings Bank in 
1861 the Trustee Savings Bank movement had just 
celebrated its jubilee. The advent of the State as banker 
for the small depositor was the first serious competition 
experienced by the older banks. Some of them ceased 
to operate, but the set-back was only temporary, and 
to-day, having weathered financial crises and emerged 
from industrial depressions with unimpaired strength, 
they are more firmly established than ever in the public 
favour and confidence. 

The place occupied by the Trustee Savings Banks 
in the national thrift movement is at once unique and 
important. When it is borne in mind that the manage- 
ment of every Trustee Savings Bank is in the hands 
of local trustees who give their services willingly and 
without hope of fee or reward, it will be realised that 
the sole raison d’étre of these institutions is the encourage- 
ment of thrift. This high purpose was the object of 
the Scottish cleric who founded the first of the banks 
in 1810 and it is the keystone in their policy to-day. 

With the exception of the savings departments of 
the joint-stock banks—to which reference has already 
been made—the trustee banks are not in competition 
with their powerful commercial neighbours. Their 
customers are drawn very largely from that great 
body of people for whom the joint-stock banking 
system was not designed and is unsuitable to their 
needs. Their functions are the providing of a savings 
service and banking facilities suitable to the special 
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requirements of those of modest or moderate means. 
They cater for the person to whom the rate of interest 
allowed is of much less importance than absolute security 
and the certainty that his savings will be available to 
him at his pleasure. 

In fulfilling these functions they are carrying on a 
specialised branch of banking. In order to justify the 
statement made above that their place in the national 
thrift movement is unique, it will be necessary to refer 
once more to the Post Office Bank. The State caters 
for the same class of people as the trustee banks and 
their respective services are substantially the same. 
There is, however, one fundamental difference. Whereas 
the State savings bank is only a department of that 
vast organisation the Post Office, the trustee institutions 
are purely and simply savings banks. 

The officials are specialists in their particular type 
of business; they are engaged constantly and solely in 
studying and meeting the needs and requirements of 
their depositors. Not so the Post Office official; many 
other matters claim his attention; banking is only a 
part of his day’s work. As a consequence, the State 
bank tends to be an impersonal organisation and in 
sharp contrast with the trustee system where the human 
element in business is becoming an increasingly important 
factor. 

It is in the matter of premises, however, that the 
State bank scores over its competitor. The number of 
Post Offices where savings bank business may be done 
is 16,000; this is far in excess of the 585 trustee bank 
offices. By reason of its other activities, the Post Office 
is able to establish offices in districts so sparsely populated 
that the opening of a trustee bank would not be an 
economic proposition. 

It is in the industrial areas that the banks make their 
greatest contribution to the work of the national thrift 
movement. In Glasgow, with a population of 1,088,000 
(1931), the savings bank, which, incidentally, celebrated 
its centenary this year, has funds amounting to almost 
£34,000,000 and open accounts to the number of 379,000; 
the number of transactions for last year reached the 
amazing total of 1,858,741. These figures leave little 
room for doubt as to the popularity of the trustee system. 
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The simplicity with which depositors may transact 
business and particularly the fact that it is the practice 
of the banks to repay money on demand, are responsible 
in a large measure for their success. Centralisation, a 
necessary feature of the Post Office system, and which, 
except for small sums, does not permit of immediate 
repayment on application, is a serious disadvantage 
from which they do not suffer. 

In addition to the ordinary savings facilities, many 
of the banks are able to offer valuable services that 
even the far-sighted administrators of fifty years ago 
did not envisage. These include safe custody, home 
safes, a scheme whereby travel tickets may be purchased 
at reduced rates and an arrangement under which 
assurance premiums and similar periodic payments 
may be made on behalf of the depositor. Among the 
older and well-developed services are to be found the 
purchase and sale of Government securities, the purchase 
of annuities, a scheme covering inter-bank transactions 
and a special arrangement for settling small estates 
after death without recourse to Probate or Confirmation. 
Such a service constitutes what is surely one of the 
most attractive advertisements for thrift. 

No discussion of the part that the banks take in 
fostering national thrift would be complete without 
some reference to a phase of their work that is missionary 
in nature. The teaching of thrift to the young is recog- 
nised as being an important part of juvenile training; 
and in this field the banks have done pioneer and yeoman 
service. Under their wing and in some cases in 
co-operation with the National Savings Committees, 
penny savings banks were founded in schools, churches 
and clubs. The work done by this means is, from an 
educational point of view, too great to be exaggerated. 
It is a typical example of an enlightened and progressive 
policy. 

As to the future, it is certain that the contribution 
of the trustee banks to the thrift movement will become 
increasingly important. Signs are not wanting that 
fuller advantage will be taken of a vital clause in the 
Trustee Savings Banks Act of 1929 which ‘‘ empowers 
the banks to undertake services ancillary to the purpose 
of the bank and calculated to encourage thrift.” 











28 THE BANKER 





It will not be inappropriate, in conclusion, to quote 
from the report by a Treasury Departmental Committee, 
presided over by Lord Bradbury a few years ago :— 

‘The financial basis of the Trustee Banks is so 
sound, and they are so firmly established and have, 
in the course of their long history, come to inspire such 
great confidence and indeed affection in the minds of 
many depositors that we consider it desirable that their 
activities should be more widely extended, their facilities 
better advertised, and their popularity made even greater 
than at present.”’ 





The Theory of Forward Exchanges 


By Paul Einzig 


N an article appearing in the June issue of THE BANKER, 
I Mr. W. W. Syrett puts forward some interesting 
suggestions regarding a revision of the theory of 
Forward Exchanges. That a revision of that theory is 
badly needed is beyond doubt, and any original con- 
tribution to that neglected subject is more than welcome, 
especially if it diverts discussion from the groove in 
which it has been proceeding during the past decade or 
so. In the light of recent experience it has become 
increasingly evident that the Interest Parity theory of 
Forward E xchanges, in its existing form, is inadequate. 
Mr. Syrett has now elaborated a theory according to 
which Forward Exchanges are largely under the influence 
of Purchasing Power Parities. In doing so he has un- 
doubtedly broken new ground, and deserves every 
encouragement. The novelty of the line he takes makes 
it, however, all the more necessary to examine his sugges- 
tion critically. In particular it is desirable to ascertain 
whether, in common with most advocates of new theories, 
he is not inclined to overestimate his theory and minimise 
the importance of earlier contributions to the subject. 
In this latter respect, his description of the existing 
theory does rather less than justice to earlier writings on 
Forward Exchanges, and does not give a clear picture of 
the well-established Interest Parity theory. According 
to Mr. Syrett’s description, under the existing theory 
Forward Exchange movements are attributed to supply 
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and demand, subject to the limitations of the interest 
factor, and gold points, and subject to the disturbing 
influence of the speculative factor. In reality, every 
author since the publication of Mr. Keynes’s classic 
chapter on Forward Exchanges in “ A Treatise on Money ”’ 
lays the main stress on the interest factor. The substance 
of the existing theory is that in normal conditions Forward 
Exchanges are determined by their Interest Parities 
—that is, the ratio between short-term interest rates 
prevailing in two centres—and that, while factors such as 
supply and demand, gold points, and speculation, may 
divert the rates from these theoretical parities, in the 
long run the tendency towards readjustment will produce 
its effect. It is not correct to state, as Mr. Syrett does, 
that the original theory overlooked the speculative factor 
which was added subsequently as a lucky afterthought, 
resulting in ‘“‘a patch-work effect.” Mr. Keynes duly 
allowed for it in his book and even earlier in his article 
in the Manchester Guardian Reconstruction Supple- 
ment, appearing in 1922; indeed he was bound to do so 
since he was writing in conditions somewhat similar 
to those prevailing at present, when abnormal deviations 
of Forward Exchanges from their Interest Parities called 
for an explanation. But even before the war, when 
speculation played a subordinate part, its existence 
among the factors affecting forward rates was recognised 
by Mr. Henry Deutsch. 

Let us now examine the constructive part of Mr. 
Syrett’s article. According to him, since under existing 
conditions spot rates are prevented—whether by the 
operation of the gold standard or by the efforts of 
Excharge Equalisation Accounts—from adjusting them- 
selves to their Purchasing Power Parities—that is, the 
ratio between the price levels in two countries—while 
forward rates are allowed to take care of themselves, 
the latter tend to adjust themselves to the Purchasing 
Power Parities. Consequently, forward rates lie usually 
between spot rates and their Purchasing Power Parities. 
That is, if the spot rate is overvalued the forward rate 
will be at a discount, while if the spot rate is undervalued 
the forward rate will be at a premium. Mr. Syrett does 
not claim that there is any arithmetical relation between 
changes in Purchasing Power Parities and the movements 
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of forward rates, but that there is a tendency towards the 
adjustment of the latter to the former, and that this 
general rule holds good in all circumstances except in 
what he calls a “ gamblers’ market’’ when forward 
exchange rates are vitiated by speculative influences. 
He presents this theory as a substitute for the existing 
theory. 

In my opinion, Mr. Syrett is right in pointing out the 
influence of Purchasing Power Parities upon forward 
exchanges—though he might have gone more into the 
details of how that influence operates—but he is wrong 
in rejecting the old theory. For, the two theories, far 
from being incompatible, complete each other to a large 
degree. Had he gone into the details of the way Purchas- 
ing Power Parities tend to affect forward rates, he would 
doubtless have found that they operate partly through 
their effect on Interest Parities and partly through their 
effect upon factors which, under the existing theory, 
tend to divert forward rates from their Interest Parities. 
This fact becomes evident if we examine closely the 
examples Mr. Syrett gives in support of his theory. As 
a general criticism of these examples it is necessary to 
point out that he speaks about the level of Purchasing 
Power Parities with a degree of assurance which statis- 
ticians who have made the problem the study of a lifetime, 
and who realise the difficulties of ascertaining even the 
approximate level of Purchasing Power Parities, certainly 
do not possess. 

In the instance of France after 1928, Mr. Syrett 
attributes the premium on forward francs to the slight 
undervaluation of the franc. He would find, however, 
that during that period interest rates in London were 
distinctly higher than in Paris, so that the premium on 
forward francs was justified on that ground alone. 
Admittedly, the tendency of Interest Parities to move in 
favour of France was largely due to the undervaluation 
of the franc which resulted in adverse pressure on sterling. 

In the case of Belgium, the overvaluation of the 
currency prior to its devaluation produced its effect on 
the forward belga partly by causing interest rates in 
Belgium to rise, thereby moving Interest Parities against 
Belgium, and partly through the speculative anticipation 
of the adjustment of the spot belga to its Purchasing 
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Power Parities. The fortnight that preceded the devalua- 
tion of the belga provides an excellent example for a 
‘gamblers’ market.’’ Indeed, Mr. Syrett’s theory far 
from being invalid in a gamblers’ market as he suggests, 
can only work to any really noteworthy extent through 
its effect on the speculative factor which tends to divert 
forward rates from their Interest Parities. The premium 
on forward belgas after devaluation can easily be explained 
by bear profit-takings at first, and by the decline of 
interest rates subsequently. At present it is practically 
impossible to obtain any interest on short-term funds in 
Brussels, and therefore the premium of forward belgas 
over sterling is fully justified on the ground of the Interest 
Parity theory. Nor is in this case the fall in interest 
rates due to any undervaluation of the belga, except 
possibly indirectly, through the confidence in the belga 
at its present level, confidence which has resulted in an 
excessive influx of refugee money. 

Mr. Syrett refers to the premium on forward dollars 
as the best example in support of his theory, and claims 
that ‘‘ it would be obviously absurd to base any theory 
at this point on interest differences.’’ I shall nevertheless 
attempt this absurdity. According to Mr. Syrett’s own 
figures, British banks were earning only 4 to 3 per cent. 
per annum on funds employed in London, while they 
could earn on the swap # to 1 per cent. if they were to 
transfer their funds to New York with the forward dollars 
covered. He concludes that the premium on forward 
dollars can only indicate an undervaluation of the dollar. 
In reality the discrepancy between the yield on Funds 
employed in London and New York has not been wide 
enough to tempt the transfer of funds on any large scale. 
Bill rates in New York are around 3 per cent. and practic- 
ally nothing is allowed on deposits. Thus, the total yield 
on funds employed in New York was something like 3 to 
I} per cent. against } to ? percent. in London. It isa well- 
known fact, recognised already by Mr. Keynes in 1922, 
that funds are not transferred as a rule from London 
unless there is a difference of at least } per cent. to make 
the transfer worth while. None of the large banks— 
which, after all, control most of the liquid funds available 
—would undertake interest arbitrage for the sake of a 
maximum yield of 3 per cent. If the forward rate is 
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within $ per cent. per annum from its Interest Parities 
the state of affairs may therefore safely be described as 
perfectly normal, and the example can be quoted in 
support of the validity of the Interest Parity theory even 
in existing conditions. The more so since the substantial 
rise in discount rates in London that has occurred since 
the publication of Mr. Syrett’s article was followed 
by a corresponding widening of the premium on for- 
ward dollars. Nor can in this instance the cheapness 
of money be attributed to the undervaluation of the 
dollar. It is largely the consequence of the artificial 
cheap money policy pursued by the United States 
Government. In a negative sense, it is true, however, 
that such a policy of cheap money could not have been 
pursued in the long run if the dollar had been over- 
valued. 

Whether conditions are normal or abnormal, Forward 
Exchanges tend to remain much closer to their Interest 
Parities than to their Purchasing Power Parities. For 
instance, the sterling-franc purchasing power parity 
must be somewhere between 95 and 105. (It is only 
with such wide margins of error that we are justified 
in talking about Purchasing Power Parities, not in terms 
of one per cent. or fractions thereof.) The spot rate is 
about 76, while the forward rate for three months—which 
is the standard rate—has been for some time about 82. 
The discrepancy between discount rates in London and 
Paris would justify a forward rate of about 774, while if 
we take deposit rates or rates on loans on Bons de la 
Défense Nationale for basis, the Interest Parity may be 
said to be at about 78. Admittedly, the forward franc 
depreciated far beyond its Interest Parity, but it is, 
nevertheless, incomparably nearer to them than to its 
Purchasing Power Parity. On the other hand—and it 
is here that the constructive element in Mr. Syrett’s 
theory becomes evident—the rise of the Interest Parity 
of the sterling-franc forward rate from practically par to 
a discount of 6 to 8 per cent. per annum has been the 
direct consequence of the overvaluation of spot francs 
compared with their Purchasing Power Parity. What is 
more, the speculative depreciation of the forward franc 
far beyond its Interest Parity has also been the direct 
consequence of the overvaluation of the franc. This 
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example gives perhaps some indication of the extent to 
which the new theory and the old complete each other. 

It seems highly desirable to avoid creating the 
impression which, to my mind, is conveyed by implication 
by Mr. Syrett’s article, that there may exist some 
mysterious urge which forces forward rates to move 
towards their purchasing power parities. To the limited 
extent to which Purchasing Power Parities tend to affect 
forward rates they exert their influence through very 
definite and easily defined factors, material and psycho- 
logical. Although some of them are touched upon by 
Mr. Syrett’s article, it is not superfluous to enumerate 
the most important among them :— 

(1) The effect of the undervaluation or over- 
valuation of a currency upon interest rates. 

(2) Its effect upon the trade balance and to the 
volume of commercial buying and selling of Forward 
Exchanges. 

(3) Its effect upon speculative activity. 

(4) Its effect upon the volume of spot currency 
available for the requirements of speculation and 
interest arbitrage. 

We have already seen above that the undervaluation 
or overvaluation of a currency can produce a strong effect, 
direct or indirect, upon Interest Parities, but that it is 
by no means the only factor affecting Interest Parities. 
The overvaluation of a currency tends to affect the 
balance of trade, and thus to increase the commercial 
selling of the Forward Exchange concerned. But it is 
usually possible to neutralise this factor by cutting down 
imports to the level of exports. On the other hand, the 
chances are that more merchants will cover themselves 
against the risk of a depreciation of an overvalued cur- 
rency than against the risk of the depreciation of an 
undervalued currency, provided that a further deprecia- 
tion of the undervalued currency is not anticipated. 
This point appears to have been overlooked by Mr. Syrett, 
as he does not seem to appreciate the fact that an under- 
valuation of a currency results in a premium on the 
forward currency only if no further depreciation is 
anticipated. Towards the end of 1933 and the beginning 
of 1934, prior to the big rise in American prices, the 
dollar became heavily undervalued, but in spite of this 
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forward dollars were at a substantial discount, because 
they were expected to depreciate further. It is only if a 
currency is expected to recover—whether owing to its 
undervaluation or for no matter what other reason— 
that the speculative factor tends to raise the forward 
rate to a premium against the spot rate. 

Another factor through which Purchasing Power 
Parities tend to affect forward rates is their effect on 
the volume of spot exchange available for speculative 
and arbitrage operations. If an exchange is overvalued, 
flight of capital and official measures of defence tend to 
reduce the volume of currency available. Consequently, 
speculators have not the alternative of borrowing and 
selling the spot exchange instead of selling forward at 
the cost of a heavy discount, and arbitrageurs are not 
in a position to take advantage of the w ide sw ap margin 
and thus to counteract its widening ten lency. This is 
probably by far the most important channel through 
which the overvaluation of a currency can cause the 
forward discount to widen far beyond its Interest Parities. 
Given an unlimited supply of credit, arbitrage would 
always seek to take advantage of any tempting profit 
on the swap, except in instances when political instability 
or the fear of a banking crisis makes it risky to invest 
funds in a market even with the exchange risk covered. 

The above remarks are very far from having exhausted 
the subject which is, in fact, almost inexhaustible and, 
to a large extent, a terra incognita of monetary science. 
Although I have been critical, “and possibly over-critical, 
about Mr. Syrett’s contribution, I should like to repeat 
that it was not for lack of appreciation of its merits. 
I fully share his view that the theory of Forward 
Exchanges requires revision, and consider his article 
as a valuable addition to the inadequate literature on the 
subject. Considerations of space prevent me from 
indicating here my views of the directions in which the 
theory of Forward Exchanges could and should be 
developed ; to do justice to the subject would require not 
an article but a volume. In fact I have attempted to 
tackle the task in my forthcoming book “ The Theory of 
Forward Exchanges,” which will deal extensively with 
the relation between Purchasing Power Parities and 
forward rates. Meanwhile, I should like to express my 
thanks to Mr. Syrett for his highly stimulating article. 





wer 
on 
tive 
1ed, 
1 to 
tly, 
and 
1 at 
not 
rgin 
is is 
ugh 
the 
ties. 
puld 
rofit 
ility 
vest 
od. 
sted 
and, 
nce. 
ical, 
peat 
srits. 
vard 
ticle 
1 the 
from 
1 the 
1 be 
2 not 
d to 
ry of 
with 
and 
5 my 
cle. 


35 








Bankers and the Law 
By our Legal Correspondent 


i have been requested to elucidate, for the 

\X/ general purposes of security departments of 

banks, the warning given in a very complex 

situation arising on a mortgage of shares in a private 

company upon which the House of Lords has recently 
pronounced. 

The case is reported as Hunter v. Hunter and Others, 
and both in the Law Times Reports and the Law Journal 
Reports a full account of the complicated transactions 
will be found. For our purpose we take the Law Journal 
Report, Vol. 105, May, 1936, as an adequate report of the 
case. It would be well for bankers interested in this 
form of ancillary security to read the report in full, but, 
even if that be done, it is clear from communications that 
have reached us, that the task of analysing the position 
is byno means easy. The facts of the case were, to say the 
least, peculiar, and many side issues were raised in the 
actions brought to test the validity of the realisation of 
shares in a private company by Lloyds Bank who held 
them as security for an overdraft. Two main questions 
fell to be decided. The first was of very general applica- 
tion affecting the right to exercise a power of sale 
in a memorandum of deposit—Was there existing a 
“demand ” by the bank as a necessary preliminary to 
an exercise of the power of sale? The answer to this isa 
signal warning of the danger of omitting a clear and 
unequivocable “‘ demand.” The second main question 
was—Even had there been such a “‘ demand,” could the 
bank, in view of the usual restrictions regarding the 
transfer of shares in a private company, have effectively 
realised them by putting them into the names of nominees 
of the bank and getting them to act as though they were 
holders of the shares and so entitled to get them valued 
and sell them to a director having the right of pre- 
emption—at a price to be fixed by the auditors of the 
company? This question obviously relates only to that 
particular class of security where restrictions are put 
upon the transfer of shares in a private company. The 
importance of this is elementary—for if a bank takes 
such security it must be bound strictly by the particular 
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articles. The two questions are quite distinct—one of 
general, the other of particular application to mortgages. 

In the case under notice the bank was held to have 
acted wrongly on both heads, and after long and laborious 
argument in the Court of first instance, then in the Court 
of Appeal and finally in the House of Lords, has had to 
give up the whole of the value realised from the security, 
and to suffer a rectification of the register of the company 
whereby the mortgagor regains his position as share- 
holder. 

For the appreciation of these main questions the facts 
may be stated shortly. One, Samuel Hunter, was chair- 
man of the board of a company, A. M. Cawthra & Co., 
Ltd., which had an overdraft at a branch of Lloyds 
Bank. S. Hunter guaranteed that overdraft and sup- 
ported his guarantee by a deposit of debentures in the 
company under a memorandum of deposit which conferred 
a power of sale on the bank in case of default by S. Hunter 
in payment of any monies due to the bank “ after 
demand ”’ made for payment. Later, S. Hunter added 
to the debentures of the Cawthra Company 800 shares 
out of 1,146 shares, which he held in a private company— 
Thomas Hunter, Ltd. Such shares were admittedly 
included in the power of sale in the memorandum of 
deposit. He was not himself a director of this company 
which was really a family concern. When he deposited 
the 800 shares he warned the bank that there were restric- 
tions in the Articles of that company which made it 
impossible to register the shares in the name of the 
nominees of the bank. About two years afterwards, 
October, 1930, by which time Hunter’s guarantee covered 
sums amounting to £28,000 the bank sent to Hunter a 
formal notice of demand for repayment under the terms 
of the guarantee and the memorandum of deposit. And 
if nothing else had happened the bank’s power of sale of 
the shares upon such demand became exercisable. But 
something else did happen. The bank desired also the 
appointment of a receiver of the Cawthra debentures. 
A correspondence and certain interviews followed. The 
result was that S. Hunter was called upon to deposit 
further security as a condition for holding up the receiver- 
ship of his debentures and the realisation of his 800 
shares. The agreement arrived at in lieu of exercising 
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the power of sale of the 800 shares and the postponement 
of a receiver was (I) a deposit by S. Hunter of the 
remainder of his shares—346 shares—in Thomas Hunter 
Limited, making a total of 1,146 shares deposited with 
signed transfers thereof; (2) a transfer by that company 
of the 1,146 into the names of the bank’s nominees; 
(3) a mortgage under seal of a reversionary interest in his 
father’s estate by S. Hunter in favour of the bank. 
Clause 6 of such mortgage provided that nothing therein 
contained should operate so as to merge or otherwise 
prejudice or affect any guarantee, mortgage, or other 
security which the bank might have for any money 
intended to be thereby secured or any right or remedy 
of the bank thereunder. Upon that bargain the bank 
sanctioned an overdraft limit of £29,000 in the Cawthra 
Company’s account until August 24, 1931. This 
agreement was arrived at in November, 1930, and was 
completed in February, 1931 by the mortgage of the 
reversionary interest and the registration of the 1,146 
shares in the names of the bank’s nominees. 

By October, 1931, the bank had resolved either to 
have a substantial reduction of the overdraft or to have 
a realisation of its securities. It communicated to 
S. Hunter that intention and in November, 1931, the 
manager wrote him : “ Will you please advise me whether 
you have come to any arrangement yet for the sale of 
your shares in Thomas Hunter, Ltd., and for the sale 
also of your reversionary interest. If you are not able 
to do anything on these lines we propose on the 17th 
instant to deal with the securities ourselves.” 

S. Hunter made no sale of the shares with the result 
that the bank proceeded to realise them. 

We now come to the mode in which the bank proceeded 
to realise the shares. As has been pointed out, in spite of 
the warning given the bank by S. Hunter that the 
Articles of Thomas Hunter, Ltd., would not permit of 
the transfer of the shares to its nominees such transfer 
had, in fact, been made by that company. And the bank 
therefore treated its nominees as selling shareholders 
under those Articles which in a very usual form stipulated 
that a selling member of the company had to give due 
notice of intention to sell to the secretary, that the 
price was to be fixed by the auditors, that one Thomas 
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Henry Victor Hunter (known as Harry Hunter) should 
have a right of pre-emption of shares so offered at the 
price so fixed. The bank’s nominees gave the notice 
therefore, the auditors fixed the price of the shares (they 
were {10 shares) at £13 6s. 8d. per share. S. Hunter’s 
solicitors protested to the bank that the price ‘fixed was 
ridiculous and out of all proportion to the true value of 
the shares to which the bank’s solicitors replied that the 
price was fixed by the anditors as provided by the 
Articles. Harry Hunter exercised his right of pre- 
emption and agreed to purchase the 1,146 shares at the 
fixed price from the registered holders, the bank’s 
nominee, and they were transferred to him in considera- 
tion of £15,280 in April, 1932. In the interval the bank 
had agreed to finance Harry Hunter, the purchaser, by 
overdraft to enable him to purchase the shares taking as 
security (inter alia) the 1,146 shares and 850 additional 
shares which were duly transferred to nominees of the 
bank who acknowledged Harry Hunter’s cheque for the 
£15,280 “in respect of the purchase of Thomas Hunter, 
Limited, shares.’’ These transfers and the appropriate 
certificates were duly carried through by the board of 
Thomas Hunter, Limited. 

These transactions were completed by April, 1932, 
and in August of that year two writs were issued in the 
Chancery Division one by S. Hunter, the other by 
Mrs. Emily Hunter (the mother of the family) on behalf 
of herself and all other shareholders in Thomas Hunter, 
Limited, excepting Harry Hunter, who with the bank, 
their nominees and S. Hunter were defendants. In both 
actions the realisation by the bank of S. Hunter’s shares 
were attacked, and in the mother’s action also the 
transaction of the bank with Harry Hunter was attacked. 
In this latter action, Mr. Justice Bennett in January, 
1924, upset all these transfers of shares and rectified 
the register by reinstating S. Hunter and Harry Hunter 
as registered holders of their respective shares dealt with 
by the bank as stated above. In the former action by 
S. Hunter in February, 1934, after dismissing a claim 
against Harry Hunter on an allegation of fraud made the 
same order as to rectification of the register in regard to 
5S. Hunter's 1,146 shares. Other issues in these actions 
do not affect the two main questions stated in the opening 
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of this article. both actions were taken to the Court of 
Appeal. The appeal in the mother’s action was dismissed 
but that in S. Hunter’s action was allowed and this 
action alone was taken to the House of Lords which 
tribunal restored the order of Mr. Justice Bennett. The 
bank of course had counterclaimed for foreclosure of their 
securities other than the shares and also of the shares if 

Hunter succeeded in establishing his right to redeem 
them and to have the register rectified. Hence the final 
order in this action as left by the House of Lords was a de- 
claration that S. Hunter had still a right of redemption 
the sale of the shares being invalid, an order for proper 
accounts as between him and the bank and redemption 
of all securities on payment of the amount due on such 
account being taken, rectification of the register and an 
order of foreclosure in default of payment by S. Hunter 
of the amount found to be due to the bank. 

In coming to this conclusion the House of Lords (the 
Lord Chancellor and Lords Blanesburgh, Atkin, Russell 
of Killowen, and Macmillan) were unanimous but added 
a quite distinct ground which was contrary to the decisions 
both of Mr. Justice Bennett and the Court of Appeal on 
the first of the main questions, namely : 

Was there at the time the bank realised the 1,146 
shares of S. Hunter any power of sale existing? That is 
to say, was the formal demand for repayment (necessary 
to give real power of sale) given in October, 1930, still 
effective in October and November, 1931, or had it been 
cancelled or superseded or waiv ed by the subsequent 
arrangement in October, 1930, when, instead of acting 
upon it, the bank extended overdraft facilities in reliance 
on the further securities accepted? Or again, were the 
later letters of October and November equivalent to a 
fresh “‘ demand ”’ for repayment sufficient to give a power 
of sale under the original memorandum ? 

In both Courts below the judges had held that the 
demand in October, 1930, continued its efficacy and was 
preserved by Clause 6 of the mortgage stated above so 
that at the time of realisation the bank had an existing 
power of sale—they only differed as to whether or not 
the sale was properly and effectively carried out—the 
second question, to which we shall refer presently. The 
House of Lords took a contrary view, Lord Atkin only 
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expressing a doubt—which doubt, however, he did not 
press as he concurred with the House on the second 
question. The other Law Lords were strongly of opinion 
that as the formal demand for repayment which then 
in October, 1930, gave a right of sale was not acted 
upon, but a new bargain substituted, it was equivalent 
to a dropping of that formal demand; that thereafter 
a fresh demand for repayment was essential to raise a 
right of sale in October and November, 1931, and that 
the two letters then written did not amount to a demand 
for repayment such as to justify a sale of the shares. 
They merely requested the customer to sell the shares 
and the determination of the bank to sell them if he 
did not do so. That being so, the demand in 1930 being 
dropped, there was no right to be kept alive by Clause 6 
of the mortgage given in fulfilment of the new bargain 
between S. Hunter and the bank. 

The Lord Chancellor felt some regret in reaching that 
conclusion but added : 

I have no doubt that the bank acted in perfect good faith and 
that S. Hunter had full notice of what they were doing, and 
if he had objected at the time the bank would undoubtedly 
have served a formal demand which he could not have met. 
But the right of sale is a very drastic remedy, and it is essential 
for the due protection of borrowers that the conditions of its 
exercise should be strictly complied with. 


On the same point Lord Blanesburgh says 


It is, I think, salutary that the necessity for the sendin being 
in default under an existent demand for payment before any 
power of sale under the memorandum of charge could arise 
should be once more affirmed by this House. Whatever may 
have been thought of this question elsewhere—and it received 
very slight consideration in the judgments under review—it 
has, as presented here, become one of principle, not only of 
major importance in this action, but of deep interest and 
generally to borrowers on security, to whom it would too fre- 
quently be disastrous if there were permitted any relaxation 
of the rule whereby invariably and strictly a lender is held to 
the fulfilment of every condition made by the instrument 
precedent to the exercise by him of any power of sale over the 
mortgaged property. The condition in this instance was a 
very small protection to the appellant. So much the stricter 
was the bank’s duty to fulfil it. Here, however, on the part of 
the bank’s officials the duty was either neglected or forgotten 
altogether to the bank’s undoing on this head, not on principle 
undeserved. 
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Krom these extracts it will be seen that on this main 
question there is raised a warning note that is to be 
heeded in every case of securities when power of sale is 
sought to be exercised and, quite apart from the second 
question in this case, disposed of the bank’s contention 
that they were entitled to rely on the sale of the mort- 
gaged property. 

The second question, although not necessary for their 
decision in view of the answer to the first question was 
dealt with fully by the House of Lords, and it is clear 
that even had there been a power of sale, the sale as 

carried through by the bank would have been held invalid 
by reason of its being entirely outside the provisions of 
the Articles of Association under which no transfer of 
shares could be made save as provided therein : (1) those 
Articles did not permit a transfer of shares by way of 
security; (2) such a transfer could not validly be 
registered; (3) that persons so registered (the bank's 
nominees), could not give a notice of sale. On this 
point the Lord Chancellor pointed out : 


The bank could have taken from the plaintiff letters addressed 
to the auditor and to the secretary respectively in blank, or 
they could have taken a power of attorney from the plaintiff 
to write such letters in his name and on his behalf. I do not 
think the disregard of the Articles rendered the transaction 
ultva vires, the company, or that it could not have been regu- 
larised by the assent of all the shareholders, but that assent 
was never obtained. I do not think that there is any estoppel 
which prevents the plaintiff from raising his present contention. 
He told the bank quite plainly the terms and effect of the 
Articles, and he warned them that the shares could not be 
validly registered in the names of their nominees; since the 
bank insisted on getting their nominees on the register as a 
condition of continuing the overdraft the plaintiff was willing 
to let that happen; but that did not preclude him from assert- 
ing what he had already made clear to the bank that the 
registration was ineffective to make their nominees the legal 
owners of the shares. 


On the point of the argument that S. Hunter was 
estopped from raising the invalidity of the registration 
of the nominees, Lord Blanesburgh’s judgment is par- 
ticularly interesting as indeed on the whole case, and 
we regret that space will not permit of further extracts 
from it. And we refer our readers to it because at pages 
I10 and 111 of the May issue of the “ Law Journal 
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Reports ’’ there is found an elaborate examination of the 
position of the bank as regards the sale to Harry Hunter 
which afford a useful practical lesson. 

There remains, however, one additional matter that 
calls for notice in this remarkable case. The Court of 
Appeal, although agreeing that registration of the bank’s 
nominees failed to give them legal title to the shares 
so that they could not transfer the legal estate, held that 
the sale could be regarded as “a sale of the equitable 
interest in the shares.’’ Therefore, although they sup- 
ported the ratification of the register they held that the 
plaintiff's ‘“‘ equitable” interest had been sold and that 
he would have to make a declaration of trust of the shares 
in favour of the bank or of Harry Hunter as the bank 
might direct. The House of Lords was very explicit 
indeed very emphatic in their repudiation of this astound- 
ing proposition. How could a mortgagee of shares split 
up the interest of the mortgagor and sell the beneficial 
interest while retaining himself the legal title. Lord 
Atkin put it as follows : 

The mortgage, it is true, is an equitable mortgage, but of the 
whole legal interest. It seems to me to be without principle 
or oF ona to construe a power of sale in such cases as 
including « 1 power to agree to sell either the whole or part of 
the mortgagee’s equitable interest divested of the legal title. 
Immense confusion might be occasioned in banking and 
financial transactions if such dispositions were held to be 
contemplated by the ordinary power of sale. The case of the 
mortgage of an equitable interest in property is of course quite 
different. 

The moral of this case—as of too many others—is all 
too plain. A costly litigation is carried on simply by 
reason of a disregard of elementary points. In this 
particular case one can but sympathise with the bank 
who seems to have had the practical rights of the matter. 
The company had passed the transfer by their Board of 
Directors, but the technical flaw was of the most elemen 
tary description. No doubt the feeling that the shares 
were priced at a “‘sacrifice’’ figure led to the firm 
challenge of the bank’s action. The Court of Appeal 
ineffec tually sought to put the matter right for the bank. 
But there remained the technical faults. Over and over 
again business men are open to attack by a too careless 
dealing with “ technical ’’ matters and so often raising 
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elementary principles. Yet the Courts have to give 
effect to them and, after all, realisation of securities is 
an important matter and really bank officials cannot 
complain if they leave open loopholes which a due regard 
to elementary principles might have closed. 


The Growth of Life Assurance 


By F. G. Culmer 


OTHING has been more eventful in the economic 
N life of the nation since the Great War than the 
marvellous growth of life assurance. In view of the 

fact that during the war years there was practically a 
standstill in the business of life assurance it was not 
surprising that in the year or two following the Armistice 
there should have been an abnormal rush on the part of 
the civilian population, and especially among those who 
were able to resume their ordinary avocations, to avail 
themselves of the unique benefits of life assurance. The 
boom year of I9g19- 1920 remains an historical epoch in 
the career of the life offices, and there have also since been 
other exceptional periods of activity in which the special 
attractions held out by the life assurance companies 
have awakened a ready response from the assuring public. 
The furore for a certain type of single premium policy 

in 1928 and 1929 was occasioned by the unprecedentedly 
heavy taxation impositions, and the wealthier public 
flocked to take advantage of the opportunity thus 
provided them of minimising their surtax liabilities, until 
the Finance Act of 1930 was brought in to prohibit 
their economical activities in this direction. In 1931 
there followed the introduction of the Family Protection 
type of life assurance policy, which, in addition to the 
capital sum assured, provides for the maintenance of 
iY by means of an annuity for a specified 
number of years in the event of the premature death of 
the life assured. All the life offices lost but little time in 
vying with each other in offering this policy slightly 
varied in form, and the universal demand for it created 
another boom in life assurance which has never since 
shown any signs of abating. The Family Protection 
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policy undoubtedly offers admirable scope for the essential 
protection of wives and children, and it will assuredly 
never wane in popularity with future generations, more 
particularly as, apart from the great and desirable 
purpose which it is destined to serve, it is within easy 
financial reach of those for whom it is specially designed 
to assist. 

It would not be fair or right to overlook the beneficent 
manner in which the life offices have functioned in 
facilitating the provision of adequate forms of life 
assurance for the general public as regards both the 
protective and investment elements. The investment 
aspect of life assurance came to the front in irresistible 
fashion four years ago when the reduction in the rate of 
interest governing Stock Exchange securities caused a 
volte face in investment conditions. One natural outcome 
was a wholesale demand for annuities by people of com- 
paratively small means who could no longer gain an 
adequate measure of subsistence from their investment 
income, and as has been seen from last year’s reports of 
the offices which specialise in annuities this demand is 
still as keen as ever. Owing to the difficulty experienced 
by the life offices in investing their new funds at a 
suitably remunerative rate of interest it has become 
necessary on more than one occasion to modify the terms 
upon which annuities are granted, but in spite of this 
the rate of income afforded by these contracts is very 
liberal, and substantially larger than is obtainable from 
any other source. 

Short-term with-profit endowment assurances com- 
pare most favourably as an investment medium with 
the best class of investment securities, and the exploita- 
tion of this field of operation is in no inconsiderable 
degree responsible for the expansive figures of life 
assurance for 1935. During the last year or two the life 
offices have found it imperative, owing to prevalent 
conditions, to raise to a moderate extent the premium 
rates for this class of assurance, but even so the investment 
return on such policies is still so much higher than the 
present-day yield on gilt-edged stocks as to render the 
employment of capital in this direction well worth while. 
In 1935 fifty life offices issued 575,000 policies for an 
gregate sum assured of £214,600,000 which represents 
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an increase of 24,000 in the number of policies and 
{14,800,000 in sums assured over 1934. As compared 
with 1931—five years previously—the increase amounts 
to 136,000 in the number of policies effected, and 
{59,200,000 in the business total. The total premium 
income of these offices in 1935 amounted to {72,400,000 
an increase of {2,800,000 over the previous year, and an 
expansion of {7,600,000 over 1931. Annuity purchase 
money received by these fifty offices last year amounted 
to £14,700,000, an advance of £200,000 over 1934, and 
no less than {10,000,000 more than in 1931. The total 
annuity consideration money received during the last 
five years is £60,200,000. Despite the increased volume of 
business last year the average expense ratio of 15-3 per 
cent. was only o-1 per cent. higher than in 1934. It is 
rather remarkable that the average rate of interest earned 
was only 6d. per cent. less than before at £4 4s. gd. per 
cent. Aggregate funds of these fifty offices at the end of 
last year totalled £844,100,000, an increase during the 
twelve monthsof £30,200,000. During the last five years the 
total funds have expanded by approximately £135,000,000. 

A matter of general concern is how the life offices, 
and incidentally their policyholders, would fare in the 
event of a lengthy continuance of low interest rates. 
In years past these offices enjoyed cycles of great 
prosperity, accentuated by high interest rates and a low 
mortality experience, and as a result they have been 
able to distribute among their participating policyholders 
bonuses on a most liberal scale. Concurrently the life 
offices have built up huge reserves which are standing 
them in good stead, and will enable them in the main 
to preserve a high standard of bonus allotments for 
some time to come. But it is obvious that with the 
constant arrival of new entrants into the life assurance 
field and the maintenance of present investment con- 
ditions, bonus rates will ultimately pursue a downward 
course. Already in some instances allotments have been 
reduced somewhat, although invariably they remain 
at a high level. 

As compared with current rates of interest the life 
offices are still showing in their annual accounts high 
average interest rates earned on their funds, which are 
due, of course, to the effect of earlier investments entered 
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into on more favourable terms when money was 
considerably dearer. The life offices in their current 
investment ee are affected in the same way as 
other investors by the prevailing monetary conditions, 
and purchases of British Government and other fixed 
interest bearing securities, in which life assurance funds 
are mostly invested, bring in on the average I per cent. 
less in interest than they did five years ago. First-class 
mortgages still remain a profitable source of investment 
for life offices, but in this connection the latter have to be 
content with a rate of interest which is I per cent. less 
than formerly. Several life offices have turned to the 
equity shares of sound and well-established industrial 
concerns with a view to improving their average interest 
return, but here again market prices have now risen to 
an extent which leaves little, if any, better income 
advantage. 

The cumulative effect of the lower interest rate 
earned upon the constantly increasing volume of invested 
funds has been apparent in the last few annual reports 
of the life offices, and it will be intensified as long as the 
present monetary conditions continue. On the other 
hand, the high prices to which investment securities 
have been forced have produced a large measure of 
capital appreciation, and the companies’ reserves have 
thereby been substantially enriched, thus adding con- 
siderably to the fine incial resources of the companies. 
It follows that if the need arose the life offices would have 
no difficulty in realising the handsome profit which they 
have made by way of appreciation on their investment 
holdings, though their disclosed reserves are so strong 
that it is unlikely that such a course will ever have to be 
taken. The essential point is that with the vast sums 
always at their disposal the life offices will be in a position 
to take advantage of the higher rates of interest whenever 
the monetary tide may turn. There is certainly no 
occasion for doubt in regard to the future welfare of these 
offices as a result of the continued regime of low interest 
rates. 

As a corrective against these rates the life offices 
in general have adopted the practice of altering their 
premium rates for new with-profit policies, and in many 
cases this expedient has so far obviated any need for 
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interference with existing bonus rates. Some offices 
whose quinquennial or triennial valuations fell due last 
year, have strengthened the bases of their valuations by 
reducing the rate of interest assumed for valuation 
purposes, and lowered their bonus rates. Very probably 
others will follow suit if monetary conditions do not alter 
in the near future, for it will be realised that at present 
bonus rates are generally on a high level, but there is no 
doubt that if the need ever arises for an all-round 
reduction the lowering process will be gradual and by 
no means of a drastic nature. 

The facile manner in which the leading life offices 
distribute large sums in bonuses to their policyholders 
is typified in the case of the Norwich Union, whose 
quinquennial valuation report this year shows that out 
of a surplus amounting to {5,512,108 (an increase of 
£1,069,719 compared with five years ago) the rever- 
sionary bonuses have absorbed no less a sum than 
£5,098,327. These bonuses have been maintained at the 
same record scale as those declared at the 1930 distribu- 
tion. They range according to age from {£2 14s. per 
cent. to £4 I5s. per cent. per annum under whole-life 
policies, and from {1 18s. to £3 per cent. per annum in the 
case of endowment assurances The interest rate em- 
ployed in the valuation was only 2 } per cent., which left 
a margin of over 2 per cent. for ‘bonus provision, the rate 
earned last year being £4 Ios. 2d. per cent., a decline of 
Is. 8d. compared with 1934. Interim bonuses for the 
quinquennium are on a slightly lower basis, viz., from 
{2 7s. to £4 Ios. per cent. for whole-life policies, and from 
ft T4s. to {2 16s. per cent. for endowment assurances. 
This society, which commences the new quinquennium 
with its reserves unimpaired, is to be congratulated upon 
a very fine achievement. 

This year’s centenary celebrations of the Northern 
and Liverpool & London & Globe serve as a reminder 
though none is needed—of the successful progress of the 
British composite companies from small beginnings to 
their present high estate, and how safely they have 
weathered the storm and strife of a long succession of 
years. These institutions can trace their history from 
the stage coach days of King William IV to the present 
era of speed, through inevitable wars, economic and 
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political disturbances, and their historical achievements 
afford a splendid illustration of the manner in which the 
highest British commercial traditions have been upheld 
throughout the world by the British Life Assurance 
companies. 

Life assurance was practised in a primitive form during 
the reign of Queen Elizabeth. Whether its origin was 
actually earlier than that time historians cannot tell 
us. Through the successive centuries its development has 
been steadily progressive, yet its safeguarding principles 
were never so universally taken advantage of as they are 
at the present time. The British system of life assurance 
has from time to time been rendered more attractive 
and serviceable by the designing of newer-type policies 
applicable to the more advanced needs of the public, 
and there is still abundant scope for the inventive geniuses 
of the life offices. Life assurance will always play an 
integral part in the economic life of the nation, and there 
is no doubt that in years to come the business in force 
will far outstrip the high records of the present day. 


Fire and Accident Insurance 


By a Correspondent 


essentially international in their composition that 

their continued progress in their world-wide sphere 
of operations, amid all the prejudicial political and 
economic interferences abroad with the freedom of trade, 
arising out of the growth of nationalism, is a feature of no 
small note. Outside our own Colonies and Dependencies 
these companies have very extensive business connections 
overseas, and the artificial conditions created by the 
erratic course of exchanges, and the enforcement of 
restrictive embargoes and irksome regulations, are in- 
evitably hampering and tiresome in their repressive 
influence. There are still some foreign countries where the 
operations of the British companies are not so fettered, 
and altogether the large contribution which these com- 


‘Tes British composite insurance companies are so 
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panies made in 1935 to the invisible export total of 
{298,000,000 stresses the great importance of the success- 
ful manner in which they function towards the economic 
welfare of the nation. 

Apart from the foreign field, where intensified compe- 
tition has combined to exert a decline in the level of rates 
and an increase in the cost of production on a lower 
premium basis, at home and in the Dominions the course 
of business has been favourably influenced by the general 
improvement in trade, though a tendency for the expense 
ratio to increase is largely due to heavier taxation. A 
further considerable decline in the fire loss ratio in the 
United States, which in some instances was accom- 
panied last year by a moderate expansion in premium 
income, was a welcome experience, and in general, in 
spite of an increased fire waste at home, the results of 
the 1935 campaign were more satisfactory than those for 
many years previously had been. 

The fire underwriting profit figures of eighteen of the 
leading companies make an impressive showing, as will 
be seen in the accompanying table. These profits total 
£5,158,153, which sum represents a net increase of 
£891,523 over the aggregate for the previous year, while 
the average ratio of profit to premiums is 12-72 per cent., 
as compared with 10-74 per cent. in 1934. There was very 
little difference in the volume of business transacted in 
the two years, the aggregate premium income in 1935 
showing the small decline of £155,407. Only three of the 
companies failed to increase their profits on the year, 
and in nearly all cases the percentages earned on the 
premium receipts make an excellent exhibit. Twelve 
months ago in THE BANKER I expressed some doubt as 
to whether British companies would be able in the future 
to keep up to the high standard of their 1934 profit 
ratios, but I am glad now to have the opportunity of 
recording a still further substantial improvement in this 
respect. 

During the last two years the fire loss ratio has been 
subnormal, although the trend of the business this year 
has so far been of a somewhat opposite character. The 
absence of any increase in the aggregate premium income 
has been in accordance with expectation, based chiefly on 
the fact that there has not been any rise in commodity 
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values notwithstanding the advance in the price of gold 
in terms of currency. On the whole, the business improve- 
ment in the United States has not been accompanied 
by any increased volume of premiums, but at home, 
where trade has shown a greater and more general 
recovery than anywhere else in the world, fire insurance 
business has expanded with successful results. 


Increase Ratio to 


Underwriting or Pre- 

Profit. Decrease. miums. 
Fire— f £ yA 

Alliance .. is i .. 404,531 — 3,614 19°23 
Atlas ec xis sia .. 181,563 + 15,601 10°32 
Commercial Union ‘i .. 602,063 + 159,758 II*43 
Eagle Star ied » 70,138 + 24,313 8-66 
Employers’ Liability ee i 32,224 -+-+ (7,900 9:0 
General Accident. ei -. 129,395 — 7,060 20°14 
Guardian -. 149,654 — 41,655 13°48 
Liverpool & London & Globe .. 482,741 + 68,046 12-19 
London Assurance én .. 186,163 + 39,484 8:39 
London & Lancashire .. -- 443,789 55,839 15°78 
North British & Mercantile »- 504,295 + 5,330 13°57 

Northern a a «+ 204,072 + 72,43 10°6 
Phoenix .. ai i .. 311,070 + 106,964 11-67 
Royal Exchange - .. 189,291 + 46,883 12°95 
Royal wa .. 720,631 + 125,711 12-96 
Scottish Union & N: ition: al .. 133,391 + 51,064 F3°I9 
Sun es ta ‘a ss 310,550 + 102,261 13°63 
Yorkshire ie or .. 103,586 + 10,060 11°35 


The expansive scope of the multifarious business 
grouped in the “ Accident and General ’’ departments 
of the composite companies is exemplified by the fact 
that last year the aggregate accident premium income 
of the before-mentioned eighteen companies was increased 
by no less than {1,690,674 to £48,252,434, and it would 
have been consider: ibly larger had not some of the com- 
panies curtailed their business by eliminating lines of an 
unprofitable nature. In the previous two years casualty 
business in the United States had been in a very unsatis- 
factory condition, but in 1935 it showed a considerable 
improvement. A remarkable demonstration of this is 
afforded in the case of the Employers’ Liability Corpora- 
tion, whose operations are chiefly concentrated in the 
North American field, for whereas in 1934 the gi grmaag™ 
sustained an underwriting loss of £290,179, in 1935 
enjoyed a profit of £184,786 
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sold Owing to the many difficult problems associated with 
ve- some of the various classes of miscellaneous business, 
ried particularly motor insurance, the companies have in the 
me, past been considerably cré ampe -d in their profit-earning 
eral opportunities, but last year’s accounts reveal a net 
ince increase in their aggregate underwriting profit of 
{1,318,011 to £2,220,262, while the combined average 
» to profit ratio was 4°92 per cent., against less than 2 per 
- cent. in 1934. As will be seen in the following table, 
ns. several individual profit ratios were substantially in excess 
bas of that figure, the companies doing best being those which 
= trade only to a small extent or not at all in the United 
13 States. 
66 


Increase Ratioto 


: Underwriting or Pre- 

8 Profit. Decrease. miums. 
19 Accident and General— £ £ o/ 

59 Alliance .. i ox -. 147,124 15,605 11°82 
7! Atlas «es is is. ie : 4 — 7,625 7°2i 

ae Commercial Union os 255,030 + 249,491 3°40 

8) Eagle Star 13 ne .. 138,508 + 26,956 6-41 

07 , : +1: , , SS i 

wi Employers’ Liability... os cael toes Se Fas 

75 , 290,179 2:8 

gO General Accident il .. 264,511 + 18,599 3°53 
1g Guardian .. 47,089 — 5,222 4°17 

03 Liverpool & L ondon & Globe ... 33,809 + 87,271 3°11 

35 London Assurance — ais ... 120,042 + 59,205 9°58 

= London & Lancashire .. «ss Sean 5,099 3°32 

BESS North British & Mercantile .. 148,209 + 5,075 12°23 

ents Northern es be .. 134,999 + 41,242 8-1 
fact Phoenix ‘a “i -- 139,247 + 137,648 4°04 

ome Royal Exchange bs .» 32,491 J loss in hs. 34 a 

sed ‘| 3»790 A Li 
oer Royal aa ss ~ w. 297,108 -+ 115,513 5°75 

1- Scottish Union & National loss 395 J profit in T934 loss ratio 

on sional | 6,089 0°13 

f an Sun aa “is - .. 24,784 — 10,887 1°32 

alty Yorkshire na “ »» 36,63- { oe oat 

itis- LL 11,873 2°91 

able 

s is At the companies’ annual meetings this year the chair- 

ora- men invariably deplored the appalling number of road 
the accidents, and deprecated the progressive increase in the 

tion cost of claims by injured third parties, which has been 

5 it one outcome of compulsory motor insurance. One 


notable fact which may tend to pass unheeded is that 
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the majority of claims are settled without recourse to the 
Courts. In a few isolated instances signs of betterment 
have been apparent in an advance in premium income and 
a drop in the claims ratio, but the business is inevitably 
difficult to handle, and it is at least a matter of profound 
public satisfaction that it has so far been possible to 
dispense with any general increase in premium rates. 

In spite of the alarm which has again been sounded 
this year by the chairmen of several leading companies 
anent the marine insurance outlook on account of the 
undue lowering of premium rates, coincident with an 
increase in repair costs, it is noteworthy that the marine 
departments of the various companies continue to con- 
tribute their share towards the profit totals. With the 
exception of the General Accident and Atlas, which are 
adhering to their policy of accumulating profits in their 
marine funds, all the composite companies featured in 
this article have furnished transfers of surplus profits to 
Profit and Loss. Two of them are outstanding, London 
and Lancashire, with a surplus of £185,508, equivalent to 
a ratio of 17-82 per cent., and Commercial Union, with 
a profit of £100,000, equal to 17-09 per cent. Altogether, 
sixteen companies, with an aggregate premium income 
of £7,556,462, earned a total underwriting profit amount- 
ing to £717,834, which is equivalent to an average profit 
ratio of g-49 per cent. 

The foregoing resumé of last year’s campaign will 
suffice to indicate how well the general insuring public 
is served by the British composite companies. Another 
subject of tremendous importance, which deserves more 
liberal treatment than can be given to it on this occasion, 
is the investment aspect of insurance shares. It is the 
avowed policy of the leading composite companies to 
keep the cost of dividends in as close approximation as 
possible with their net interest revenue, and last year the 
combined interest earnings (ex life accounts) of the 

eighteen companies, together with the shareholders’ 
proportion of the life profits, amounted to £7,002,744, 
which sum was only £704,930 short of the aggregate cost of 
all the dividends. Thus, out of a total net underwriting 
profit of £7,784,149, it was only required to draw the 
small margin of £704,930 to make up the balance of the 
dividend cost, and the large net profit balance of 
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£7,079,219 was available to be turned back into the 
reserves. 

This process goes on in similar fashion every year, and 
it forms one of the means of providing the large reserve 
accumulations which have placed the insurance com- 
panies in such an impregnably strong financial position, 
and of enhancing so greatly the security offered to 
policy-holders and shareholders alike. It will be realised 
therefore, how great a feature of importance is the 
interest factor. 


Obituary 
Sir Archibald Denny 


We regret to record the death of Sir Archibald Denny 
on May 29, 1936. Sir Archibald had, only a week before, 
accepted the invitation of the directors of the Commercial 
Bank of Scotland to become an extraordinary director 
of the Bank. In this appointment, Sir Archibald followed 
his father, Mr. Peter Denny, who became an extraordinary 
director of the Bank nearly fifty years ago, and his 
brother, Colonel John M. Denny, whose name was added 
to the list in 1905. Sir Archibald himself was a director 
of William Denny & Brothers, Ltd., the private engineer- 
ing and ship-building company, of Dumbarton. His 
family is one of many generations of shipbuilders, and 
the association of the name of Denny with the town has, 
in fact, been traced back to the fourteenth century. 
After serving his apprenticeship as a naval architect at 
the Leven shipyard and at the Royal Naval College, 
Sir Archibald joined the firm in 1883, when in his early 
twenties, and rose to the height of his profession. He 
was a past-President of the Institution of Junior 
Engineers and of Engineers and Shipbuilders in Scotland. 
He was a Vice-President of the Institution of Naval 
Architects and also of the Institution of Civil Engineers, 
and Chairman of the British Engineering Standards 
Association. In late years Sir Archibald maintained his 
firm’s connection in London with its clients in the 
ship-owning and commercial world. 
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Appointments and Retirements 


Bank of Australasia 

The Hon. Geoffrey C. Gibbs, a partner of Messrs. 
Antony Gibbs & Sons, has been appointed a Director of 
the Bank of Australasia. 


Barclays Bank 

Sir Francis William Terry has been appointed a 
member of the York local board of Barclays Bank. Sir 
Francis is Chairman and Joint Managing Director of 
Joseph Terry & Sons, Ltd., Deputy-Chairman of the 
Yorkshire Insurance Co., Ltd., Vice-Chairman of the 
York County Savings Bank and Vice-President of the 
Yorkshire Philosophical Society. He was an Alderman 
of the City of York in 1934, and President of the Manu- 
facturing Confectioners’ Alliance 1935-306. 


British Mutual Banking Company 

Mr. Ernest Dewey, a Director of the Prudential 
Assurance Company, has been appointed Director of 
the British Mutual Banking Company to fill the vacancy 
created by the death of Mr. Frederick Schooling. 


Lloyds Bank 

Mr. T. H. Harris, D.C.M., Manager of the Town Hall 
Branch, Hove, has retired from active service. Mr. Harris 
was born in 1876 and educated at Solihull Grammar 
School. He first entered the service of Lloyds Bank in 
1913, at Palmeira, Hove, and was transferred to the 
Town Hall branch in 1924. Mr. Harris served in the War 
with the 7th battalion Royal Tank Corps in Belgium and 
France. He is Hon. Treasurer of the Royal Empire 
Society, Sussex Branch. 

Mr. J. P. Greenwood, from Worthing, succeeds 
Mr. Harris as Manager. 
National Bank of Australasia 

Sir James A. M. Elder and Sir F. G. Clarke have been 
re-elected Chairman and Vice-Chairman respectively of 
the National Bank of Australasia for the ensuing year. 
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Union Bank of Australia 

Mr. W. A. Leitch, General Manager in Australia and 
New Zealand of the Union Bank of Australia, Ltd., 
retired on May 31. Mr. Leitch, who entered the service 
of the Bank at Adelaide almost 44 years ago, has been 
General Manager since 1928, and prior to that filled many 
important posts in thi Bank’s service in various of the 
Australian States and New Zealand. Mr. Leitch, who 
was Chairman of the Associated Banks in Victoria in 
1933, isa man witha vast knowledge of Australian trade 
and finance, and his opinion was freely sought and 
highly valued in Australian business circles. 

Mr. A. W. McNicol, the Bank’s Inspector for New 
South Wales and Queensland, has been appointed to 
succeed Mr. Leitch. Mr. McNicol has had 40 years’ 
service with the Bank, during which he has been stationed 
in every State in Australia, and also in New Zealand. 
Mr. McNicol has been Inspector-in-Charge of the Bank’s 
affairs in every State of the Commonwealth, and has 
an unusually wide and comprehensive knowledge of the 
Commonwealth and the Dominion. 





American Banking 


By a Correspondent 


MOVEMENT of gold toward the United States 
A from all sections of the world, but chiefly from the 

gold bloc countries, in May lifted the monetary 
gold stocks to a new high record of about $10,400 
millions, and further added to the surplus of bank 
reserves. The new influx, which began on April 24, 
had included up to the end of May total gold engagements 
of $243-9 millions, of which $183-6 millions had been 
taken in Paris and $29-4 millions in the Netherlands. 
$167-7 millions of this sum had then been received. 

In addition to the gold bloc countries gold came in 
from India, England, Mexico, Canada, Russia, Colombia, 
Australia and China. The excess reserves of member 
banks of the Federal Reserve System rose by $200 
millions in the month to $2,900 millions, which was 
some $600 millions above the low point to which they 
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56 
were reduced in March, and about $400 millions below 
the peak figure of last December. They failed to rise to 
a new peak owing to the policy of the Treasury in 
maintaining with the Federal Reserve Banks a balance 
of over $500 millions, while meeting its current require- 
ments by withdrawals of deposits from commercial 
banks. A further factor in temporarily holding down 
excess reserves had been provided by an increase of 
$50 millions weekly in the amount of Treasury borrowing 
through the sale of bills, which was undertaken in 
anticipation of the requirements of the soldiers’ bonus 
payment on June I5. 

The Treasury has announced a programme of more 
than $2,000 millions of financing, a peace-time record, 
for June 15, of which about one-half will consist of 
refunding and one-half of new money to meet the bonus 
payment. In spite of the size of the offering and the 
fixing of the low rates of 2? per cent. for 15-year bonds 
and 12 per cent. for five-year notes, the loan was over- 
subscribed in one day and books on cash subscriptions 
closed. 

The instant success of the Treasury’s offering was 
a further proof that the banks, for the time being at 
least, have completely submerged their former fore- 
bodings of a collapse in the government’s credit. The 
same institutions and individuals who, last November, 
were electing to office in their national association, the 
American Bankers’ Association, by acclaim, a man 
who advocated a boycott of the government’s securities, 
are now scrambling for new issues. This in spite of the 
fact that since last November a contemplated budget 
deficit of $3,000 millions for next year has been officially 
calculated at $6,000 millions. 

The soldiers’ bonus has been distributed in the form 
of $50 bonds, maturing in 1947, and carrying 3 per cent. 
interest, odd amounts over the $50 multiples being paid 
in checks. The bonds are redeemable at face value 
immediately at the post offices and were expected in 
most cases to be cashed at once. As a consequence, 
in excess of $1,000 millions of additional spending 
power should be released this Summer and a marked 
stimulus to business is anticipated. To some extent, 
however, the payment will have been anticipated. 
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A further large increase in bank deposits may be 
expected to flow from the bonus payment and, to the 
extent that the Treasury in meeting the payment draws 
upon its large balance with the Reserve Banks, excess 
reserves May again go up. It is expected, however, that 
the Treasury will attempt to continue a balance of 
$500 millions with the Reserve Banks, meeting bonus 
payments by withdrawals from the commercial banks. 

Money rates have continued easy although the New 
York banks on May 11, succeeded in effecting another 
advance in the call money rate from ? per cent. to I per 
cent. and in Stock Exchange time money up to six 
months from 1 per cent. to 1} per cent. This advance 
was a purely arbitrary matter, made possible by a 
“ gentlemen’s agreement ’’ among the banks. The real 
state of credit was better indicated by a fall in the yield 
on long-term government bonds to a new low record of 
2°32 per cent. and a corresponding decline in the average 
yield on the highest grade corporation bonds. The 
demand for security loans declined in May as dealers 
reduced some of their undistributed holdings carried over 
from April. A slight improvement in the demand for 
commercial loans was reported in the Chicago area, but 
in New York such advance as occurred in loans other 
than security loans appeared to be due entirely to 
credits advanced against gold engaged for shipment to 
this country. 

The following table shows the position of reporting 
member banks of the Federal Reserve in tor leading 
cities, compared with a month and a year ago: 

(In millions of dollars) 
Increase or Decrease 
since 
May 27, April 29, May 29, 


1936 1936 1935 
Demand deposits adjusted .. .. 14,562 +304 +2,006 
Deposits of foreign banks .. a 378 + 25 + 88 
Total loans and investments o« 25,814 + 19 +2,027 
Loans on securities .. ae oe 3,224 — 8o + 68 
Other loans .. _ 5,075 + 36 + 120 
U.S. Gov’ts, direct and indirect i« XO2T0 +127 +1,641 
Other securities ea ba 3,305 — 64 + 108 
Reserve with Fed. Res. Banks... 4,690 +274 + 811 


A significant incident of the month was the defeat 
by the House of Representatives on May 13, of the 
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Frazier-Lemke bill to finance farm mortgages through 
the issuance of $3,000 millions of printing press money. 
Brought to the floor after a long and persistent fight by 
the inflationist bloc and supported by Father Coughlin, 
the Detroit radio priest, the bill was defeated by the 
action of union labour when the American Federation of 
Labour issued a statement opposing the measure and 
denouncing inflation. This was the most serious set-back 
the inflationists in Congress had so far experienced and 
was regarded as the turning point in the movement for 
printing press money. 

But if the threat of printing press money has been 
turned, there remains, stronger than ever, the more 
serious, because less understood, threat of bank credit 
inflation. Bank deposit money continues to pile up 
under the influence of deficit financing and excess re- 
serves to mount under the inflow of gold, while the 
financing requirements of the government militate against 
any change in the easy money policy. The one factor 
which holds in check the possible great inflation of credit 
is lack of confidence and that, in turn hangs largely 
upon the fears and uncertainties with which business 
and finance regard the Roosevelt Administration. 

This circumstance lends added importance to the 
coming Presidential election. President Roosevelt is a 
two-to-one favourite in the betting, but there are many 
seasoned observers who think that the real odds are 
much closer. Should a “ safe’’ Republican be elected 
next November it is conceivable that the present huge 
base for credit expansion might be made the foundation 
for a boom, and it is only necessary to recall the 
‘Coolidge bull market ’”’ to see how little chance there 
would be of vigorous action on the part of a new 
administration to check such a boom. 





French Banking 


By M. Mitzakis 
D iit May there was no change in the tendency 


of the Paris money market. The volume of funds 
remained very low, and the commercial banks 
had to continue to fall back upon the Bank of France 
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in order to meet the withdrawals of deposits. Even 
the largest banks have found it difficult to manage 
without such support during the past month, owing to 
the nervousness caused among capitalists, big and 
small, by the result of the general election. Such was the 
uneasiness that M. Léon Blum considered it necessary to 
make a statement worthy of the head of a Conservative 
Government. He sought to reassure the public, by 
emphasising that he was against any devaluation of the 
franc, and that he will work for an economic recovery 
of the country. M. Daladier on his part stated that a 
capital levy did not form part of the programme of the 
Popular Front. 

These statements failed to reassure the public. The 
spreading of the “ stay-in”’ strikes wiped out the favour- 
able effect of the statements. A fresh wave of distrust 
broke loose, and the outflow of gold increased. The losses 
of gold accentuated the tightness in the money market, 
Ww hich was also aggrav ated by the increase of hoarding. 
The uncertainty about M. Blum’s programme, especially 
the fear of a capital levy, discouraged the demand for 
Government loans. Everybody sought to possess liquid 
resources. It is not surprising that in such conditions 
interest rates remained very high during the past month. 
In face of the outflow of gold, the Bank of France had to 
raise its rediscount rate from 5 to 6 per cent. The market 
rate of discount rose also to 6 per cent., as is shown by the 
following table :— 

Endof Endof End of 
March, April, May, 


1930 1936 1936 
; i yA % 
Banque de France rediscount rate 5 5 6 
Market rate of discount 5 54 6 
Day-to-day money ‘ _ ia 3? 4} 53 
Loans on Bons de la Défense Nationale :— 
Market rate for one month 51 54 53 
Market rate for 3 months = 5 6 
Rates on loans on securities :— 
On the Parquet 54 54 6 
On the Coulisse. . 83 9} 93 


During the whole of May, the market rate of discount 
stood at 6 per cent., and sometimes even slightly above 
that figure. This fact showed that the Bank of France 
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was practically the sole source of funds. It had to meet 
the requirements of the Treasury as well as those of private 
interests. As a result, its discounts underwent a further 
material increase. 

The rate on loans on Bons de la défense nationale also 
rose to the vicinity of the official rediscount rate. 
Transactions for one month were done at 5? per cent., 
and for three months at 6 per cent. Compared with the 
end of April, the rise was I per cent., corresponding to 
the rise in the Bank rate. On the Bourse, interest rates 
advanced. On the Parquet they rose from 5} to 6 per 
cent., and on the Coulisse from 9} to 93 per cent. This 
was due to the high rate of loans on securities, which was 
raised by the Bank of France from 6 to 8 per cent., which 
is the highest figure since the stabilisation of the franc. 

The Bank return for May shows changes similar to 
those shown for April: the gold reserve declined while 
discounts advanced. These two phenomena are closely 
inter-connected. The loss of gold, which is the con- 
sequence of the flight of capital, leads to a reduction in 
the resources of the market. Since the Treasury is always 
in need of big funds, and since it is unable to raise any 
from the banks, the Bank of France had to rediscount 
Treasury bills. During the last few months, the indirect 
advances of the Bank of France to the Government 
increased considerably. Their rise is shown in the bill 
portfolio which amounted to Frs. 5 milliards a year ago, 
and which now exceeds Frs. 19 milliards, an increase of 
Frs. 14 milliards. This rise was largely due to the dis- 
counting of Treasury bills, in order to provide for the 
Government’s requirements. 

These advances have increased considerably, especi- 
ally since the beginning of this year. At the end of 
January, 1936, discounts amounted to Frs. 9,414 millions ; 
they increased to Frs. 9,951 millions by the end of 
February, to Frs. 12,239 millions by the end of March, 
to Frs. 15,021 millions by the end of April, and to 
Frs. 19,395 millions by the end of May. Within four 
months, discounts have increased by over Frs. 10 milliards, 
of which nearly Frs. 2} milliards occurred in March, 
nearly Frs. 3 milliards in April, and over Frs. 4 milliards 
in May. This continuous increase in discounts during a 
period when trade was stationary, has caused much 
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uneasiness in France. It was regarded, and not without 
reason, as a beginning of inflation, especially as it was 
accompanied by an increase in the note circulation. At 
the end of January and February, the note issue amounted 
to about Frs. 81 milliards, while current account creditors 
of the Bank of France were about Frs. 11 milliards. In 
three months, these figures changed considerably, as is 
shown by the following table :— 
End of Endof End of 
March, April, May, 
1936 1936 1936 


ASSETS. (Millions of francs) 
Gold Reserve - sis ies il 65,587 60,768 57,022 
Foreign Exchange reserve (total) .. I, 120 I,126 I,412 
Sight .. ae er be = 8 6 139 
Time a bc ba is i 1,102 1,119 1,272 
Discounts (total) .. ae sa me 12,239 15,02I 19,395 
French bills + - bn ii 12,052 14,843 19,380 
Bills on Foreign countries... ss 187 178 15 
Advances on bullion - ey ‘i 1,228 1,671 1,347 
Advances on securities .. ice ea 3,225 3,533 3,381 
Advances up to 30 days i és 671 ~=1,058 797 
Bonds of the Caisse Autonome .. - 5,708 5,708 5,708 


LIABILITIES. 


Note circulation .. - i os 83,197 84,138 84,705 
Current and deposit accounts (total) .. 11,323 9,562 8,759 
Of which— 
Treasury “ - a4 ‘ 80 go 84 
Caisse Autonome es a - 2,808 2,602 1,766 
Private accounts i ne - 8,168 6,684 6,839 
Sundry .. “ i “ es 266 186 70 
Total of sight liabilities .. at nia 94,520 93,701 93,464 
Percentage of gold cover sen -- 69°39% 64°85% 61-01% 


At the end of May the note issue was Frs. 84,705 
millions, Frs. 3 millions above its figure for January and 
February. At the same time current accounts and 
deposits declined by over Frs. 2 milliards to Frs. 8,759 
millions. These conflicting movements showed that the 
credit created by the Bank of France did not find its way 
to the banks or the money market but was hoarded in the 
form of currency. The increase of discounts from 
Frs. g to Frs. 19 milliards was not even able to prevent 
a reduction of current account creditors, representing 
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mainly the balances of the leading banks with the Bank 
of France. 

It is characteristic for the evolution of the French 
monetary crisis that the public prefers notes to bank 
deposits. Lack of confidence leads to the withdrawal of 
deposits and the hoarding of notes. Since the increase 
of discounts financed the Government’s deficit, and as 
the francs thus created served for the payment of 
Government expenditure, the increase of discount has 
thus led to an increase of the note issue. This increase 
is very dangerous, for it tends to raise prices. There 
are, in fact, already indications of a rise in commodity 
prices, and this does not make it any easier to defend 
the franc, which was already overvalued against sterling 
and the dollar. The fresh rise further accentuated the 
disequilibrium and the pressure on the franc. 

This danger is all the more real since the widespread 
strikes witnessed in France have led to an increase in 
wages and in the cost of production. How would it be 
possible to reconciliate this development with the defence 
of the franc ? For M. Léon Blum’s Government this task 
does not seem impossible, since it has declared itself against 
a devaluation of the franc. It must be admitted, how- 
ever, that his views are not shared by everybody. The 
adherents of devaluation, that is, of those who now 
consider devaluation inevitable, are increasing rapidly 
in number. M. Germain Martin and M. Charles Rist, who 
enjoy a high reputation and who were until recently 
opposed to monetary manipulations, are now in favour of 
cutting down the franc. Their advice has not so far 
been followed, but their view has made a profound 
impression since it is not without foundation. The 
expansion in the note issue, the requirements of the 
Treasury, which will have to be met by further issues of 
notes, the rise in prices, and the wave of distrust causing a 
fall in the gold reserve, are factors which are not exactly 
favourable for the continuation of the monetary policy 
which has been pursued during the last few years. 
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German Banking 
By a Correspondent 


ERMAN credit developments continue to be under 
the influence of official employment-creating 
expenditure. On the one hand, it increases money 

requirements and leads to increased lending by the 
Reichsbank. On the other hand, the liquidity of banks 
and trade in general increases. This again reacts upon 
the money market which has been very easy for some 
time past, apart from end-of-month pressure and other 
seasonal pressures. There are always funds seeking 
reinvestment, enabling the Government to place large 
tranches of medium-term Treasury bonds, and also 
ensuring a steady demand for the promissory notes 
financing public expenditure. This again enables the 
Reichsbank to transfer from time to time some of its 
holding of these promissory notes to the Gold Discount 
Bank. Some of the phenomena connected with this 
process of financing manifested themselves lately to an 
increased extent. In consequence of the increased 
employment and profit of enterprises working for the 
Government, the liquid resources that have thus become 
available have increased. They sought investment 
mainly in shares, causing a material rise in share prices, 
since there is an embarg *o on the issue of new shares 
pending the consolidation operations of the Government. 
The rise in share prices was followed by a gradual rise in 
bond prices. 

Shares underwent a relapse recently, partly owing to 
official warnings against excessive rise, and partly to the 
low yield due to the limitation of dividends by law. It 
was also expected that a new Government loan would be 
issued shortly. This was denied in official quarters, but 
an issue is nevertheless expected later in the summer. 
The factors responsible for the rising trend of shares, 
however, remain in operation. 

Loans by the Reichsbank increased further during the 
past month. End-of-month requirements amounted to 
Rm. 594 millions in April against Rm. 363 millions in 
April, 1935; they were liquidated during the first three 
weeks of May to the extent of 70 per cent. only. In May 
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the end-of-month requirements amounted to Rm. 583 
millions against Rm. 503 millions a year ago. During 
the first week of June, however, 58 per cent. of the end-of- 
month loans were liquidated. During May the promissory 
notes issued by the Gold Discount Bank declined by 
Rm. 207 millions from their maximum of Rm. 862 
millions, so that the amount of bills transferred from the 
Reichsbank to its affiliate had to be reduced also. During 
the first week in June, however, the market absorbed 
once more large amounts of promissory notes, which 
again relieved the Reichsbank. Cash requirements had 
an increasing tendency. The total note issue amounted 
to Rm. 6,440 millions at the end of May against 
Rm. 5,913 millions a year ago and Rm. 5,599 millions 
two years ago. The Reichsbank’s holding of gold and 
devisen at Rm. 75:54 millions was slightly higher than 
a month earlier, but the gold stock of the former banks 
of issue held by the Gold Discount Bank declined by 
Rm. 3 millions to Rm. 65-4 millions. 

The five big Berlin banks show for April a rise in 
outside resources of Rm. 33 millions against Rm. 66 
millions in March. Deposits by customers alone rose by 
Rm. 64 millions, against a rise of Rm. 81 millions in 
March. Loans and acceptance credits declined further, 
which is another indication of liquid conditions in trade. 
The banks took advantage of the rising tendency on the 
Bourse for a further reduction of their security holdings, 
unloading bonds which they took up as underwriters of 
recent issues, and also shares. The decline of loans and 
securities was accompanied by a marked increase of 
discounts, consisting mainly of Treasury bills. There 
was a reduction in guarantees. The Girozentralen showed 
a further increase of their outside resources in April, 
as the new savings banks’ deposits exceeded their with- 
drawals, after the slight excess of withdrawals in March. 


International Banking Keview 


HOLLAND 
HE Government has introduced a Bill providing 
for the renewal of the charter of the Netherlands 
Bank, for fifteen years, the old charter expiring 
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in March, 1937. Important changes are proposed in the 
statutes. The bank will be authorised to pursue an open 
market policy, so as to be able to influence interest rates 
and the supply of funds by means other than bank rate 
changes which are not always immediately effective. 
The open market policy will be carried out by means of 
buying and selling Bank bills and Treasury bills, though 
the latter will not be allowed to be bought from the 
Dutch Treasury itself. It is hoped that the increased 
elasticity of the operations of the Bank will strengthen 
the defence of the guilder. The immediate object in 
view is to enable the Bank to tighten up money, and 
thus to make speculation against the guilder more 
difficult, without necessarily having to increase the bank 
rate to that end. The reserves of the Bank will be 
increased to a maximum of 20,000,000 guilders, and the 
greater part of the profits will be used for that purpose. 

Although conditions in the Dutch colonies have 
improved, the colonial banks continue to liquidate past 
losses. The Colonial Bank, which is the third largest 
bank in the Netherlands East Indies, reports a loss, 
before allowing for depreciation of plantation interests, 
of 1,296,387 guilders, against 1,884,736 guilders for 
1934. The losses for both years were covered from the 
reserves, and the necessary writing down of plantation 
interests has been postponed for next year. The 
Netherlands Indian Trading Bank reduced its outstanding 
capital from 45,000,000 guilder to 27,000,000 guilder by 
repaying 20 per cent. in cash and transferring another 
20 per cent. to the reserves, out of which provisions were 
made for the necessary depreciations. On the reduced 
capital dividend was resumed at the rate of 34 per cent. 


SWEDEN 


Changes in the situation of the Swedish joint-stock 
banks in May were caused by the usual seasonal activity 
in building, and by accelerated timber shipments from 
Swedish ports, and decreasing timber stocks. Partly 
owing to the requirements of the building industry, and 
partly in connection with the issue of a Swedish State 
premium loan, deposits dropped by Kr. 66-1 millions to 
a total of Kr. 3,682-6 millions. The contraction was 
most noticeable in short accounts. Advances declined 
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by Kr. 18-3 millions, owing to a reduction of the home 
bills portfolio in connection with a reduction of the 
amount of outstanding Treasury bills; the joint-stock 
banks total advances were thus rec luced to Kr. 3,899°3 
millions at the end of May. As a result the surplus of 
advances over deposits again rose to Kr. 217 millions, 
compared with Kr. % millions in April and with Kr. 335 
millions in May, 193 Following this increase in surplus 
advances, cash holdings contracted correspondingly and 
totalled Kr. 208 millions, which is 70 millions less than in 
April. A sign of the continuation of the general business 
improvement was the further decrease of the banks’ 
share holdings. On the other hand bond holdings in- 
creased by Kr. 17 millions. 

Comparing the figures for the total foreign assets of 
the Bank of Sweden and the joint-stock banks in May 
and April, there has been a contraction from Kr. 785-3 
millions in April to Kr. 757-1 millions in May, which 
was mainly due to the uncertainty on the foreign 
currency market, owing to the possibilities of an early 
franc devaluation. The foreign bill holdings of the 
Bank of Sweden have during the month under review 
dropped by about Kr. 40 millions. At the same time the 
Bank has continued her gold purchases, which during 
May totalled Kr. 23 millions. 

A noticeable event was, that owing to a very liquid 
situation, the Treasury did not resort to its usual monthly 
borrowing by Treasury bills, and reduced the total volume 
of outstanding Treasury bills from Kr. 45 millions to 
Kr. 30 millions. Another noteworthy operation was the 
issue of a new State Premium loan of nominal Kr. 120 
millions, of which Kr. roo millions were reserved for 
conversion of the outstanding Premium bonds of the 
1931 loan and Kr. 20 millions were offered for public sub- 
scription at the rate of 104 per cent. The issue caused 
such a rush for these bonds, however, that the National 
Debt Office had to withdraw the lists and resumed a few 
days later the issue at 116 per cent. 

NORWAY 
The net profits of the Bank of Norway declined from 


6,221,565 kronor in 1934 to 5,126 ,087 kronor in 1935 
The Government’s share in the profit is once more 700,000 
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kronor. A provision of 1,326,687 kronor is made for bad 
and doubtful debts. The dividend is unchanged at 8 per 
cent. The balance sheet shows an increase of deposits 
from 78,752,000 kronor to 79,994,000 kronor. The note 
issue Sele from 333,068,000 kronor to 347,870,000 
kronor. Advances declined from 24,693,000 kronor to 
19,019,000 kronor. 
. POLAND 
Following upon the adoption of exchange restrictions, 
Mr. Adam Koc, the President of the Bank of Poland, 
resigned. The reason for his resignation was that he was 
opposed to exchange restrictions, but the Finance 
Minister overruled his opposition. He was a strong 
supporter of the gold standard, and paid a visit to Paris 
and London shortly before the adoption of restrictions, 
in the hope that he might be able to obtain support from 
the Bank of France or the Bank of England, so as to 
obviate the necessity for taking that course. As assistance 
was not forthcoming, and the pressure on the zloty con- 
tinued, the Government was faced with the alternative 
of devaluing the zloty or adopting restrictions, and chose 
the latter. 
GREECE 
The gross profits of the National Bank of Greece in- 
creased during 1935 by Drs. 48,000,000 to Drs. 685,526,000, 
while net profits are up from Drs. 159,000,000 to 
Drs. 185,000,000. The dividend is repeated at Drs. 2,750. 
This, together with tax on the dividend paid by the 
bank, and bonuses to directors and the staff, requires 
Drs. 76,797,000. After writing down assets and provid- 
ing for bad and doubtful debts, the carry-forward is 
Drs. 1,840,000. 
PALESTINE 
The disturbances in Palestine failed to affect the 
fundamental banking situation which remains sound. 
There was no sign of any run on the banks on the part of 
depositors. At “the same time, the current business of the 
banks was bound to be affected by the prolonged strike, 
the losses suffered by clients through the destruction of 
uninsured property, and by the political unrest in general. 
Since, however, the banks have had several good years in 
succession, these troubles will not affect them mater ially pro- 
vided that they come to an end in thenot toodistant future. 
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Canadian Banking Trends in 1936 
By E. B. Roberts 


F one might add another definition to the theory of 

I sound banking it would be: “ Preserving that 

delicate adjustment between too much and too little 
in usable funds.’ Such a definition, at least, would best 
describe the present pre-occupation of Canadian bankers. 
For the profitable investment of accumulating surpluses, 
other than in the field of Government bonds and 
securities, which have assumed a major place in bankers’ 
portfolios during the past few years, is their main con- 
cern in 1936. The problem has only become acute since 
the last annual reports were made towards the close of 
the calendar year. True, a certain revival in commercial 
loan demand has been apparent for the past twelve 
months, with some marked fluctuations at midsummer 
and at midwinter. An improved tone, still speculative, 
in the stock and mining markets since February has also 
had its effect. There is, however, a long leeway to make 
up before bank managers would care to speak with the 
“wild optimism ”’ which once used to be the distinctive 
mark of “‘ big business men ”’ in what the late Sir Wilfrid 
Laurier had rashly predicted was to be “ Canada’s 
century.” 

Throughout the agitation which preceded the estab- 
lishment of the Central Bank of Canada in March, 1935, 
the accumulating capital of the ten chartered banks was 
a popular subject for every reformer. A _ sweepin 
reduction in the interest rates on loans was naturally 
looked upon as the solution of all the national ills. 
Agriculture, lumbering, mining, and pulp and paper- 
making were to flourish like so many bay-trees by the 
extension of bank credit to their operation. But wary 
bank managers could see no return to shareholders from 
such advances. So the actual asset accumulations now 
offer them. as professional bankers, as acute a practical 
problem as the political agitation offered them as 
theorists. 

The proportion of idle funds has grown steadily for 
three years, yet not at a rate to cause alarm. Managers 
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themselves, in fact, have not failed to take some public 
credit for the excellence of their own “ liquid position.” 
That publicity has unquestionably helped in a great 
measure to keep up public confidence, and in that sense 
it may all be classed as an invisible asset to Canadian 
banking collectively. Last year the average increase in 
such liquidity was between 3 and 4 per cent. 

To a certain extent and in a somewhat curious 
manner it might be pointed out that bankers themselves 
have unwittingly put in some knots of their own tying. 
After the Bank Note Act was amended in the summer of 
1934 to permit $50 millions odd being added to bankers’ 
cash, an increase of $250 millions in deposits took place, 
as a result, it is believed, of the increased fluidity in the 
currency! That $250 millions has also had to seek 
profitable investment. 

Managements have, of course, been looking for ways 
and means to check the accumulation by wider invest- 
ment, and, hand-in-hand with that effort, to reduce 
managerial expense. From the public point of view 
two measures have been most evident. ° First, interest 
rates on deposits have been reduced and somewhat more 
restrictive conditions imposed on the granting of loans; 
Secondly, there has been a continuance of the policy 
of clesing branch banks here and there by voluntary 
arrangements with competitors, a policy which began 
five years ago for a much less voluntary cause. (In 15 
years 1,100 branches have been discontinued.) 

To consider the latter point first: the process of 
“swopping”’ closings is a step in co-operative effort 
at revival which is often urged, especially by governmental 
officials who have not the practical difficulties to face, 
as a remedy for depressed industries. The closings have 
taken place in all parts of Canada, except possibly the 
northern areas of Ontario and Quebec, where, thanks 
to the stabilised price of gold, there is a mild ‘‘ boom ” 
in gold mining. For instance, a branch of Bank A is 
closed in Vancouver on the Pacific for the closing of one 
by Bank B in Halifax on the Atlantic, four thousand 
miles away. What would a banker say in Scotland, 
where seemingly branch banking was first practised, to 
the closing of a branch in Kirkcudbright for the sake of 
mutual benefits to the collective whole from the closing 
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of a competitors’ branch in Khartoum? For that is 
less than the actual distance apart of the two points in 
this ‘‘ ribbon of Canada.” It also calls for a high degree 
of management over a bank’s system which is both so 
highly diffused geographically and so highly centralised 
as that in Canada. 

Throughout the period of agitation the banking 
houses issued public statements showing that interest 
rates on loans could not be further lowered. One very 
telling compilation was made to support the claim that 
Canadian bank shareholders, in view of their double 
liability for shares in case of failure which has so long 
been a feature of the Dominion banking legislation, 
received a low return on their investments. The average 
yearly total of loans by all banks during 1923-32 was 
shown to be $1,279 millions, with investors’ stake of 
$268 millions, netting dividends of $17 millions yearly, 
representing a return of 6-3 per cent. It was further 
shown that if interest rates on all loans were reduced by 
one per cent. the shareholders’ return would shrink to 
1% per cent. To this the significant remark was added : 
“which would mean that new capital could not be found 
to carry on any increased banking business.” 

How are loans distributed in Canada in general? It 
is now possible to get a good idea, since the decennial 
revision of the Bank Act in 1934 required all chartered 
banks to make a return annually to the Minister of 
Finance of such loans and discounts. The returns for 
the last statutory periods, both at the end of October, 
give the following broad allocations by classes of 
borrowers : 


1934 1935 
(In millions of dollars) 

Agriculture (with grain export) .. oe 215 226 
Manufacturing... “a - oP 214 192 
Merchandising... - se “ 118 114 
Construction and Public Utilities ‘a 93 95 
Mining, Fisheries .. + - én 14 14 
Financial undertakings .. a a 276 231 
Government (a) .. ir a ae 134 126 
Other loans rv Ka a Ba 86 68 
Total .. $1,150 $1,068 


(a) Includes provincial governments, municipalities, and school 
districts. 
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Interest rates on bank deposits were reduced early 
in 1935 to 2 per cent. and on June I, 1936, to 1} per 
cent., though some financial houses throughout Canada 
offer 34 per cent. Among the many economies of 1936 
to date is the sharp reduction in the “‘ cheque privilege ” 
to savings depositors. Competitive conditions over the 
past fifteen years had led to a widespread development 
of this practice, so that there was virtually no limit to 
the number that a very small account holder could issue. 
Since May I most of the banks have imposed a charge 
of 5 cents a cheque. 

As go per cent. of all accounts in the Dominion are 
believed to be paid by cheque, one effect of the restriction 
may show at least statistically in one of the best known 
“measures of prosperity”’ in Canada. Bank debits— 
the total of all cheques issued—has been an official 
return of the Dominion Bureau of Statistics since 1924, 
when it superseded to some extent the return of Bank 
clearings, which had become unreliable as a barometer 
of business owing then to the wave of absorptions and 
amalgamations in banking businesses. (For the fiscal 
year ending March 31 last the total of such debits was 
$32,898 millions, as against $32,698 millions in 1935. 
Bank clearings for the same periods were $17,753 millions 
and $16,068 millions.) 

The trends of Canadian banking business collectively 
are fairly shown in the summary on page 72 of the returns 
made to the Ministry of Finance at the close of the fiscal 
year, with a comparison of the same statement for 
March, 1935—which was the first after the inauguration 
of the Bank of Canada considerably changed the relations 
of the various items within the returns. 

The year’s increase of $273 millions in Government 
loans was accompanied by an increase, partly statutory, 
of $39 millions in deposits with the Bank of Canada, 
also all but nominally a Government institution, making 
a total increase in that form of investment of $312 
millions—virtually twice the increase in public deposits 
of $159 millions. 

For the seven largest of the chartered banks the 
following condensed statement of the composition of 
holdings as reported at the last annual meetings will, 
without making any undue claim to perfection, serve to 
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(Combined Canadian Bank Statement.] 
(In millions of dollars.) 


ASSETS, March 31 


Total liabilities 











1936 
Cash, notes Bank of Canada, and deposits 
Bank of Canada ; 226°7 
Foreign banks - 124°7 
Dominion Government— 
Short term loans .. 485-2 
Long term loans 585°3 
Call loans abroad 69°4 
Total liquid 1,530°9 
Municipal securities ss ‘ 106°7 
Municipal loans 106-3 
Provincial loans as ‘i i 24°9 
Public securities (excluding Canada) .. 53°1 
Other securities 84°9 
Loans abroad 140°3 
Current loans, Canada 732°6 
Call loans, Canada ae i 76-9 
Other assets and bank balances 286-0 
Total assets 3,143°0 
LIABILITIES 
1936 
Public :— 
Note circulation 123°6 
Dominion Government 55°5 
Provincial Government 40°I 
Demand deposits 586-9 
Savings deposits 1,532°1 
Foreign deposits 414°3 
Bank balances, Canadian 13°0 
Bank balances, foreign. . 30°4 
Total public 2,839°4 
Shareholders :— 
Reserve .. 132°7 
Capital 145°5 





3,131°6 





1935 


207°I 
go°5 
412°5 
385-2 
94°I 





I,226°1 
94°3 
117°4 
28-1 
a7 7 
40°3 
a37°S 
819-1 
80-5 
264-0 





2,844°8 


1935 


124°6 
14°3 
512° 
1,446-6 
322° 
Io: 
25° 


2,543 “a 
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145°5 





2,832°2 
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illustrate the increased liquidity on which managers 
then so happily commented :— 
Liquid Condition of Canadian Banks. 
(Amounts in millions of dollars) 


Capital 
Bank Surplus Assets Liabili- Quick Percent. 
and ties. Assets. Liquid. 
Reserve. 
Montreal— 
1934 .. -. $77°0 $759°2 $683-0 $491°0 71°9 
1935 -- +» 77-0 = 792°7 =716°I = 533°3 74°4 
Royal— 
1934 .- .» 57:0 758:I 7oI:o 382-0 56°1 
1935 -- -- 57°3 800°9 743°6 420:0 58:0 
Commerce— 
1934 .. .» 510 575°0 542:0 315:0 60-0 
1935 -- -- 5I°0 629°5 578°4 36474 63-0 
Nova Scotia— 
1934 .. .. 37°0 281:0 244-0 164-0 67°4 
1935 .- .. 37°0 288-8 245°8 173-0 68-7 
Imperial— 
1934 .. -- 16:0 136°:0 121-0 70:0 58:4 
1935 -- .. 16-0 142°4 126°6 7170 58°4 
Toronto— 
1934 .. .. 160 120-0 104:0 63:0 60°3 
1935 -- .- 16-0 126-9 I10°9 71°4 64°4 
Dominion— 
1934 .. .. 14°7 125'0 III‘9 66-0 61-0 
1935 -- -» 14°7 134°90 119°3 75°0 05°3 


Thus broadened investment with internal and inter- 
bank economies may fairly be said to be the emergent 
considerations in Canadian banking since the Central 
Bank of Canada entered upon its regular and, it must 
be added, very unobtrusive functioning at Ottawa. 


Books 


MONETARY REFORM IN THEORY AND PRACTICE. By 
PauL Ernzic. (London, 1936: Kegan Paul. 
12s. 6d.) 

IN his latest book, lucid and readable as ever, Dr. 
Einzig presents us with a massive survey of monetary 
reform in theory and practice during recent years. This 
survey is remarkably comprehensive, and makes a valu- 
able introduction to the subject. Dr. Einzig is not afraid 
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to illustrate a monetary theorem with a story or a 
rumour, and this gives his book a character of its own. 
He believes on the whole in a cheap money policy, 
moderated by alterable gold parities, and he criticises 
both the extreme deflationist and extreme inflationist 
schools. 
SoviET MONEY AND FINANCE. By L. E. HUBBARD. 
(London, 1936: Macmillan & Co. 12s. 6d. net.) 
ABOUT a year ago there were distinct signs of an 
economic and financial rapprochement between this 
country and the Soviet Union, and the Bank of England 
established a Russian department to cope with require- 
ments that may arise when the rapprochement begins 
to bear fruit. The movement has more or less died down 
in the meantime, for the Soviet authorities, having over- 
estimated the keenness of British interests to expand 
commercial and financial relations with Russia, imagined 
themselves masters of the situation and behaved accord- 
ingly. The still-born rapprochement produced, never- 
theless, one useful result. Mr. Hubbard, who was sent 
by the Bank of England to study financial conditions in 
Soviet Russia, has now given us a comprehensive account 
of his findings. The author follows the historical evolu- 
tion of money, finance, banking and credit in the Soviet 
Union from the early chaotic days to the most recent 
development by which the rouble was stabilised in 
relation to the French franc. His analysis of prices 
prevailing in Russia is particularly interesting. It leads 
to the conclusion that there is no connection whatever 
between the world price level and the Russian price level. 
His chapter dealing with “ Profits, Costs, Accounting ”’ is 
instructive. If and when the rapprochement with Soviet 
Russia should materialise, the book will become as invalu- 
able for practical purposes as it is already for theoretical 
purposes. 


DEPRESSION AND RECONSTRUCTION. By ELEANOR LANs- 
ING DuLieEs. (Philadelphia, 1936. London: 
Oxford University Press. 13s. 6d. net.) 

Miss DULLEs, whose monographs on the French franc, 
the Bank for International Settlements, and other 
subjects met with well-deserved success, has tackled in her 
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present book a much vaster subject. Although the book 
moves distinctly on orthodox lines, its orthodoxy is far 
from militant. Events and proposals are treated in a 
spirit of understanding, and sharp controversy is avoided. 





BRITISH ECONOMIC FOREIGN PoLicy. By J. HENRY 
RICHARDSON. (London, 1936: George Allen & 
Unwin. tos. 6d. net.) 

ALTHOUGH the man in the street is vaguely aware that 
there is such a thing as economic as distinct from political 
foreign policy, few people have any idea what the term 
means. Professor Richardson has rendered a_ useful 
service in drawing attention to this neglected subject. 
Since, however, his book covers a very wide field, ranging 
from monetary policy to labour policy, it can do little 
more than indicate the outlines. Although the book was 
written in February, 1936, the Italian and Spanish 
exchange clearing agreements are mentioned only in a 
three-line footnote, even though they constitute a very 
important departure in British economic foreign policy. 
While the book leaves much to be desired regarding 
detail, it gives a good bird’s-eye view of the general trend. 
The author realises that in the field of international 
economic policy, the foundations upon which a workable 
laissez-faire system could be built no longer exist, and 
that the choice is no longer between freedom and inter- 
vention but between different degrees, methods, and 
purposes of intervention. 


CRISES AND CycLEes. By WILHELM RopkKe. Adopted 
from the German and Revised by VERA C. SMITH 
(London, 1936: William Hodge & Co. Ios. 6d. net.) 

AT a time when some of the leading opponents of de- 
valuation in France have changed their views in favour 
of devaluation, Professor Ropke continues to hold their 
deserted fort. He makes use of one of the least con- 
vincing arguments of anti-devaluationary propaganda by 
quoting Danzig’s example to show the evil consequences of 
devaluation in a small country. The fact of the matter 
is that devaluation failed to restore confidence in Danzig 
owing to unsound Nazi management and still more 
owing to the fact that the gulden was brought to par 
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with the zloty, which conveyed the impression that it 
will be devalued once more when the zloty itself is 
devalued. 





INVESTMENT FOR APPRECIATION. By L. L. B. ANGaAs. 
(London, 1936: Macmillan & Co. 20s. net.) 

Major ANnGAS’s books are all very stimulating and 
interesting, even though his treatises on monetary reform 
have a distinctly pseudo-scientific flavour. In his present 
book he makes a very welcome return to the field where 
he is strong, and tries to stick to his lasts. In forecasting 
Stock Exchange trends he is second to none, even though 
some of his forecasts take a long time to materialise. His 
advice to investors is full of common sense. 


THE STATESMAN’S YEAR-BooK. Statistical and Historical 
Annual of the States of the World for 1936. Edited 
by M. Epstein, M.A., Ph.D. (London, 1936: 
Macmillan & Co. 20s.) 

THE seventy-third issue of the Statesman’s Year- 
Book makes its appearance; last year it may be 
remembered Dr. Epstein celebrated the jubilee of his 
association with this valuable reference book. As usual 
no efforts have been spared to make it reflect the latest 
position of all the countries of the world, including 
details of banking and finance, industry, government, 
history, area and population of each country. This year 
there are three maps, two of them showing the new 
Indian Provinces of Sind and Orissa and the third the 
old Province of Burma, which is to be detached from 
India. 


TRUSTEE SAVINGS BANKS YEAR Book, 1936. (Glasgow, 
1936: Robert Maclehose & Co. 3s. 6d.) 

From this year book, issued for the third year in 
succession, we learn that the funds of the Trustee Savings 
Banks showed an increase during the past year of no less 
than £15,000,000, the aggregate of funds reaching the 
record total of £242,000,000. In addition to a review of 
the year and the usual statistical section there are 
articles by Sir Robert M. Kindersley on thrift and by 
Mr. Maurice Headlam on the development of the old 
savings banks. 
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Bank Meeting. 
OTTOMAN BANK 





DEVELOPMENT IN 


SIR HERBERT 
HE annual general meeting of shareholders 
of the Ottoman Bank was held on June 16 
at Winchester House, Old Broad Street, 


London, E.C. 
General the 
G.C.B., pre 
[The Chairman said: During the year 1935 the 
onditions in the sphere of our activities continued 
n many respects the same as in 1934. 
[The spirit of nationalism which is 
prevalent makes it increasingly difficult to give 
outline, but undoubtedly there has 
recovery from the critical conditions 
vears and 


Hon. Sit 


sided. 


Herbert A. 


Lawrence, 


now so 


i general 
been some 
made in 


f recent some 


eeting new conditions. 


progress 


It is, however, difficult to find much cause for 
optimism and confidence in the future when one 
realises the political tension which, on the other 
hand, paralyses all initiative, when the world 
appears to be farther than ever from any general 
currency stabilisation, and when customs and 
monetary restrictions on the circulation of goods 
ind money are every day increased. 

\s time passes it becomes more difficult to see 
how the old order of economic co-operation on 
which prosperity rested can be restored. It is 
almost recall that, before the 
War, Western Europe and Eastern Europe were 
conomically complementary one to the other, the 
former being the principal outlet for the agricul- 
tural produce of the latter, who, in exchange, 
imported manufactured products. To-day agri- 
culture is protected in the big industrial nations 
oncurrently with the growing industrialisation 
of the agricultural countries, where our branches 
ind affiliations are established. It cannot 
reasonably be expected that, when these countries 
have become self-sufficient, they will consent to 
lose the fruit of the immense efforts they have 
made during this long crisis to equip themselves 

completely. 


unnecessary to 


PROGRESS OF TURKEY 
When we summarise the economic development 
n Turkey since our last meeting we see immedi- 
itely the numerous and, at first sight, contradictory 
results of this general system of self-reliance to 
which I have just referred. 
Here we have a young country of more than 
000,000 people, full of enthusiasm and faith 
their destiny, solidly supporting a_ truly 
National Government determined to spare nothing 
improve the country’s welfare, and, at the 
me time, 


1f 


to increase its influence abroad. 

The indications of progress are numerous and 

Pparent. With the exception of cereals, affected 
the lack of rain, crops have been very good. 

he numbers of livestock, which had continually 
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decreased since 1931, have begun to increase, 
Sales, both of agricultural products and of live- 
stock, have continued to be easv and remunerative; 
the new policy of clearing agreements has fre- 
quently had the result of forcing prices above 
the levels even of world prices. Artificial as 
this state of things is, it has nevertheless resulted, 
mm one increase of exports from 
furkish pounds to nearly 96,000,000 
rurkish pounds. At the time imports 
have only increased from about 87,000,000 te 
about 89,000,000, with the result that there is a 
favourable commercial balance of 
rurkish pounds, an increase of 
ot 1934. 


year, m an 


92,000,000 


same 


7,000,000 


2,000,000 over that 


rhere is another symptom of improvement : 
the budget receipts for the year 1934-35 exceed 
furkish pounds, an 
over 


190,000,000 increase of 
estimates, and a surplus of 
7,000,000 over expenditure. Two issues of the 
Sivas-Erzurum Internal Loan have been placed, 
the first of 2,000,000 at the beginning of the 
year, and the other of 4,500,000 at the end of 
the year. Work on this railway line is much 
advanced. The line to carry coal, which is to 
join up Irmak with Eregli, has been opened up to 
traffic as far as Filyos, and as regards the line for 
copper, intended to serve the Ergani mine, it 
already Diyarbekir. In the 
industrial sphere there is the same activity. 


6,000,000 


reaches as far as 


FHE EXTERNAL TRADE TENDENCY 

rhere is no doubt that in the case of Turkey, 
as in that of several other Balkan nations, com- 
pensation agreements and, in particular those 
which have been concluded with Germany, tend 
to misdirect the tendency of all external trade. 
The result has been that business has been more 
and more directed to countries only offering in 
payment non-transferable currency. Thus Ger- 
many, by paying high prices, attracts practically 
yo per cent. of Turkish exports and, by means 
of payment in blocked marks, compels the selling 
country to buy German industrial products; 
trade with France and England has, on the other 
hand, fallen considerably, although to meet the 
service of the Public Debt, as well as the recent 
agreements for the repurchase of certain con- 
cessions, it is to the nationals of these two countries 
that Turkey has to remit the major part of its 
financial obligations. 

In a relatively short time, however, the dangers 
became obvious to all, and it is now realised 
that in spite of the most careful measures for the 
protection of the national currency, the favourable 
trade balance was not sufficient to prevent a 
deficit in the balance of external payments, 
recently estimated by the competent authorities at 
5,000,000 Turkish pounds for 1935. Temporarily, 
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but more effective remedies 
ame necessary, and this was the object of the 
Franco-Turkish \pril last. 
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RADE PROSPERITY IN EGYPI 


In Egypt improvement was shown by all the 
usual evidences of trade pr 
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of foreign trade 


osperity. 


rowed an increase over the 


amounted to 25,700,0 
700,000 Egyptian 
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ainst 23 
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pounds in 1934, 


pounds, as against 24,000,000 Egyptian pounds 
in the preceding year. Customs receipts up to 
November 30 last amounted to over 10,000,000 
Egyptian pounds, an increase of 1,500,000 
Egyptian pounds. The 1934-35 Budget produced 
a surplus of no less than 4,000,000 Egyptian 


pounds 


CONDITIONS IN PALESTINI 


In Palestin 
prosperity 
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of complications arising 
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the situation improved, 
the year gradually 
value of imports 
Palestine pounds in 1934 to 17, 


became more 
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pounds in 1935, and that of exports from 4,350,000 
Palestine pounds to approximately 4,700,000 
Palestine pounds. The very large adverse trade 
balance shown by these figures is only apparent, 
as it is compensated by the funds brought into 
the country by the Jewish immigrants. 
IRAQ, IRAN AND CYPRUS 

In Iraq the pipe-line to the Mediterranean was 
opened during the vear and considerable progress 
was made with numerous public works. Some 
damage was done to agriculture by weather 


conditions and the cereal crops were below average 


with the result that exports of grain were con- 
siderably less than in the previous year. The 
cotton crop was very satisfactory for the small 


area planted and high hopes are held for its future, 
[he date trade adversely affected bv the 
existence of large stocks and the closing of Italian 
markets. 


was 


The money repatriated from Iran, as_ the 
transit trade through Iraq dwindled, has been 
steadily leaving the country, principally for 
Palestine and, to a lesser degree, Egypt, both 
these countries offering opportunities for invest- 
ment, especially as there is no income-tax. 


As a result, interest rates in Iraq rose during the 


78 
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In Iran trade has been affected by the uncer 
tainty produced by the fluctuations in the pri 
of silver Practically all the trade is now 
State monopoly. As a result of the increasing 
control exercised by the Government, trade 


tending to be centralised in Tehran id 


employments of our branch there have ¢ 
sequently increased, with a corresponding 
reduction in the business of the proving 
branches, which led us to close our branch 
Hamadan at the end of the year. 
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caroub, and cereal crops were excellent; | 
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an extent which is not yet known, by climat 
conditions. An increase was shown both 


imports and exports. The 
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The activity of the Banque de Syrie et 
Grand Liban has been most satisfactory durin 
1935, and it has been able again to increas 
its dividend, from 9°66 per cent. to 9-80 p 
cent. In its report the bank states thes t 
good results of the agricultural season 
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In view of the circumstances, cig 
of the Banque Franco-Serbe during 
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rhe board has, however, as a measure of pruden 
recommended the shareholders to pass the prof 
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GREECE AND RUMANIA 


Our filiale, the British-French Discount Ban 
Limited, which is established at Athens a 
Pireus, has, in spite of political events and th 





restrictions on exchange, benefited from it 
organisation and from the confidence which 
has inspired in a clientele which has grow 
steadily since the bank’s foundation in 192) 
While it has not yet been able to earn profi 
it had at least, at December 31, 1935, recoverél 


the losses which it had previously incurred a 
result of the depreciation of the drachma. 
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ave Some National Provincial Branches 
vac By Professor C. H. Reilly 
on () son more we have the pleasure of looking at 




























some new National Provincial banks. These 
banks, in spite of all being designed by the same 
y_climat architect, Mr. W. F. C. Holden, are never dull. If only 
wes we could say that of all banks! Yet it is a result which 
ovement is clearly possible if the right architects are found. The 
National Provincial Bank has made the discovery twice, 

v word | once in the late Mr. Palmer, now in Mr. Holden. Having 
weal made it, it wisely sticks to it. The other big banks all 
flit about like butterflies—that one can truthfully use 

= such words of them is not without humour—from one 
) increas | architect to another up and down the country. Occa- 
r sionally, of course, they hit on a really good one, but 

in th they act then as if they did not realise it, for off they go 
" at once to someone else. The result is, when some 
he fut twenty photographs are sent me to choose from for this 
aa monthly article, I generally have great difficulty in 
ement finding the necessary five or six for illustration. With 
wesc the National Provincial photographs the exact reverse 


ommer 


effects is the case. The difficulty is to know which to throw 
pon out. It is not that this bank bravely puts up buildings 
restrict | of contemporary modern design, though they are showing 


me hopeful signs in that direction. The majority of their 
he cour banks are still essays in past styles just as much as the 


goer buildings of the others. The point is, they are interesting 
the profi essays, not dull ones. Whatever past manner forms the 


— basis of the design the result has some personal and 
} individual character. The building, if a classical one, is 
unt Ba not any little Carnegie Library or public convenience. 


thens ai 


sand | I cannot help thinking this excellence comes from 
from is | employing one good man and letting the banks that he 


» which 


1s on designs be his life work instead of employing a hundred 
in 192 | or more mostly mediocre men, for that number of 


urn proit 


recoves first-class men hardly exists, and letting the banks they 
urred a+ § design be mere make-weights in a practice based on 


na. . . ° . . °f 
the But other things. It really means, as in the Civil Service, if 
, buses . 

‘istence 
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you get a first-class man he does better work under 
sheltered than competitive conditions. 

Let us begin with the Guildford branch. Here is a 
town full of charming, rather free Georgian buildings. 
The architect has accepted that as a condition. The 
flat Georgian front indicated fits admirably into the 
curved face of the street. Where he has had to go up 
higher than the neighbouring buildings to get the higher 
ground floor that the bank requires, it will be seen he 
has introduced a plain band, carrying on the general 
line of the other buildings. No doubt this band 
symbolises as well a suppressed main cornice, wisely 
suppressed to let light down his front and not to 
overshadow his central feature, the hanging sign sur- 
mounted by a large crown. This latter is there to 
indicate that the bank stands on the site of the old 
‘Crown Hotel.’ All these things are evidence of the 
care for the locality these National Provincial Banks of 
Mr. Holden’s always show. The freedom he finds in the 
local classical architecture has no doubt led him to 
introduce into the stone frieze over the bank proper 
reproductions of coins between the triglyphs. The 
archeological architect, if there is still such a person, 

ninety-nine per cent. of architects were so minded 
in the days of the Greek and Gothic Revivals—may 
shudder at this. The ordinary architect may think 
what a bore it must have been drawing all the different 
coins instead of being content with a piece of repeating 
ornament, which only needs drawing once. That is the 
difference between Mr. Holden and the ordinary bank 
architect. The same combination of care and thought is 
to be seen in the delightful modelling of the stone piers 
in the groups of four pilaster-strips, obtaining thereby 
a delicacy which no ordinary single treatment could give. 
The railing above the cornice, too, is novel and clearly 
carefully designed, but I am not quite sure that its 
free curves, suitable as they are to the spirit of Guildford 
and to the crown iene are equally suited to the 
delicacy and formality of the work below. 

Next let us take the Cannock example. Here is a 
plain unified design which gets full value for the bank 
out of very plain materials, wood and brick work. Its 
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austerity is due to the fact that across the road, unseen 
in the photograph, the building faces a pleasant open 
green and the plain grass and the plain building reflect 
oneanother. Your ordinary architect would hardly think 
of that. Anxious to secure another branch he would, a 
hundred to one, try to tickle the palates of the directors 
with something gay and fetching, and unless the directors 
know the site, as a child of this world, and not a child of 
light like Mr. Holden, he would succeed. 

The Hornchurch and New Swindon examples each 
show the same excellent motives differently treated. The 
main motive is that of a safe, a repository for valuables, 
with its big plain face. In these articles I have often 
called attention to the difficulty of designing a satisfactory 
one-storey bank. We know the nasty little pretentious 
things they generally are trying to make up for their 
minute size by apeing the airs of ‘the palace and naturally 
achieving those of the servants’ hall. In these two 
cases the architect has had to deal with that slightly 
easier variety of the problem when, instead of standing 
clear, the little bank is packed in between other two-storied 
buildings. By taking up his front wall, whatever there 
is or is not behind it, as high as that of his neighbours’ he 
is able to make his one-storey bank seem as big as the 
two-storey shops. This at once gives fine scale and the 
distinction a bank rightly calls for. The plain wall so 
arrived at then provides a fine backcloth on which to 
draw the entrance to the vault where the treasure is 
hidden and the little windows on either side of it, which 
are clearly more for shooting at the forty thieves when 
they appear than for lighting the interior, which is 
already done through the roof. It is obv iously an im- 
aginative treatment, something different from the ordinary 
bank facade whether I have interpreted rightly or not 
the unconscious ideas behind it. In both cases the 
scheme has given scope for charming architecture. 
Perhaps Hornchurch with its lofty doorway, with a 
smaller one inset in it, its flat crowning pediment and 
its sign of Mercury on the frieze, all slightly suggestive 
of the entrance to a temple, is the pleasanter. I think 
the proportions are the more charming. It is a matter, 
perhaps, of astigmatism, height appealing more than 
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breadth. In either case notice how clear and delicate 
is the detail. The drawing of the stonework in the 
Hornchurch doorway seems to me as expressive as is 
possible of refinement and elegance. The lettering of 
the bank’s name, probably standardised by now and 
excellent of its kind, is spaced out with the greatest care 
in both cases. In order to get the full value of the big 
field of brickwork in the Hornchurch example the 
architect has moulded the reveals of the two side windows, 
subtly suggesting thereby the thickness and fine quality 
of the wall, while in the New Swindon one, having 
a greater width to de®l with, he has in addition made 
a raising for the same purpose. In this latter front he 
has once more introduced as roundels in stone the 
designs of charming Greek coins. 

Finally we come to the Hendon Central branch. 
Here he had a rather special problem. This site was in 
a circle of shop buildings next to a Westminster bank 
and with a Midland or some other branch close by. 
These were nearer the London Road which bisects this 
circle and faced one coming from town. How was the 
National Provincial branch to call attention to itself 
when a little further away, and with two assertive 
classical banks bedecked with columns catching the eye 
first? Clearly, in this advertising age, when businesses, 
however serious, have somehow to call attention to 
themselves, something simpler, stronger and in a different 
colour was the right treatment. That is what the 
architect decided on. He would make his little front one 
unbroken whole and then it would, however quietly 
detailed, be stronger than the broken- up becolumned 
building next to it. For this purpose of greater unity he 
chose a curve, embedding the door in it. Nothing could 
be bigger and simpler than a curved front stretching the 
full width of the site; the next thing was to frame it in 
strongly. Two reversed curves were consequently given 
to the end piers and a great plain lintel like the mount 
to a water colour put above them. These were all done 
in polished emerald pearl granite and the great curved 
window was painted in black and gold. The result 
must be sufficiently striking but rather lovely too in 
colour—a great gilded cage set in polished stone. I am 
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What every BANK OFFICIAL 
ought to know 


§ That a Scheme exists of special 
importance to Bank Offici ls. 


§ That it offers special benefits and 

privileges. 
That a great number of your col- 
leagues have availed themselves 
of these benefits and privileges 
during the past few years. 

§ That participation in this popular 
Scheme is, in the case of the 
married, an imperative necessity 
and, in the case of the unmarried, 
a wise and provident investment. 
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Why has it attracted so many of 
your colleagues ? 





Does it offer wh.t you require? 


Do you realize that this Scheme 
will yield a return comparable 
with any first-class investment 
and provide a firm foundation for 
your financial future ? 


Do you know that the Scheme 
entitles you to a concession of 
great importance inasmuch as 
your savings under it are monthly 
and automatic ? 





WHAT IS THIS SCHEME? 


Full particulars will be sent to you if you will address an enquiry to the 
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sure now everyone looks first at the National Provincial 
bank and is tempted in, if only to see what delightful 
interior hides behind this strange and splendid screen. 


Bank Protection 


A new device known as the Corpatact system introduces 
an entirely new method of attracting attention and is 
particularly valuable when used after a bank’s closing 
hours, and where the number of passers-by is intermittent. 
The Corpatact, as the name indicates, is controlled by a 
cleverly devised “human body ”’ contact, whereby any 
lighting aap comes into operation when a human being 
is passing or looking into the actual window. As soon 
as the sailing has proceeded beyond the area of a 
window the lights are automatically switched off. In 
the case of a Corpatact protected Safe or Strong Room, 
upon a burglar coming within a predetermined ‘distance 
alarms are set ringing—not in the room entered—but at 
some remote place such as the caretaker’s apartments. 
If desired the whole bank building may be flooded with 
light through the same body contact, thereby giving 
adequate warning to the police and public. 
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Established 


For over 100 years the National 
Provincial Bank has made contin- 
uous efforts to provide first-class 
service in all money matters; 
numbered amongst its customers 
are Governments, Corporations, 
all sections of the Professional 
and Industrial Classes, House- 
wives and Children of ail ages 
— testimony enough to the 
wide range of banking facili- © 
ties it offers—and to one 
and all courteous and 
efficient attention 
is extended. 
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